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INTRODUCTICN

Chairman Bill Archer of the House Committee on Ways and
Means has appointed a bipartisan task force of Members of that
Committee to advise him on transportation excise tax issues. The
task force will focus on the current structure of Federal excise
taxes imposed on all transportation sectors—aviation, highway,
water, and rail—and the reasons for that structure. Both the high-
way and aviation Trust Fund excise taxes or programs are sched-
uled to expire within the next year; future funding of the Trust
Fund programs financed with the excise taxes is dependent on ac-
tion by the Committee on Ways and Means within that period. Fur-
ther, an appeal is pending of a decision of the United States Court
of International Trade that the harbor maintenance excise tax is
unconstitutional as apflied to exports. If that decision is upheld on
appeal, funds available to the Harbor Maintenance Trust Fund
could be reduced significantly.

By letter of October 2, 1996 (included in Appendix D), Chairman
Archer requested the staff of the Joint Committee on Taxation to
assist the task force on a continuing basis by developing informa-
tion needed for the task force’s work. This document ! provides an
initial response to Chairman Archer’s request for continuing assist-
ance to the task force. Part I of the document is an overview of the
current transportation excise taxes and Trust Funds, the budget
scorekeeping rules governing those taxes and Trust Fund expendi-
ture programs, and of general issues that arise in structuring dedi-
cated excised taxes to reflect the benefits received from programs
financed with those revenues. Part II provides more detailed back-
ground information on the structure and history of the present-law
Federal transportation excise taxes. Part III provides information

‘on the expenditure purposes of the transportation Trust Funds and

certain General Fund transportation programs. Part IV discusses
the budget scorekeeping rules generally applicable to dedicated ex-
cise taxes and Trust Funds and the jurisdictional issues presented
by enactment of dedicated excise tax and Trust Fund expenditure
legislation. Part V provides background data on current transpor-
tation excise tax revenues and transportation Trust Fund expendi-
tures and balances. Part VI provides a status report on current cost

allocation studies of the Federal aviation and highway programs

being developed by the Department of Transportation. Part VII dis-
cusses general issues involved in structuring dedicated excise taxes
to allocate the burdens of the Trust Fund excise taxes among the
beneficiaries of the programs financed with the dedicated taxes,
and the effect that different structures may have on the role of

1This document may be cited as follows: Joint Committee on Taxation, Present Law and Back-
ground Information on Federal Transportation Excise Taxes and Trust Fund Expenditure Pro-
grams (JCS-10-96), November 14, 1996.
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Congress generally (and of specific Committees) in oversight of
these taxes and programs.

Appendix A presents a table of Federal motor fuels excise tax
rates currently imposed on various transportation sectors. Appen-
dix B presents a table of present-law non-motor fuels Federal
transportation excise tax rates. Appendix C provides information
(prepared by the Congressional Research Service (“CRS”)) on cer-
tain non-tax Federal fees imposed on transportation providers. Ap-
pendix D contains certain correspondence related to preparation of
materials by the staff of the Joint Committee on Taxation.



I. OVERVIEW OF FEDERAL TRANSPORTATION EXCISE
. TAXES AND TRUST S '
Unlike most tax issues, Federal transportation excise taxes re-
uire the House Committee on Ways and Means and the Senate
%om‘mittee on Finance to coordinate tax structure and rate deci-
sions with actions of other Congressional committees that set spe-
cific rules governing the level and types of expenditures for which
the tax revenues are dedicated. Because the management of, and
authority to spend monies deposited in, the transportation Trust
Funds is contained in provisions of the Internal Revenue Code (the
“Code”), the tax-writing committees also exercise more direct over-
sight of these programs than is true of many other Federal expend-
iture programs with respect to which Elrimary jurisdiction lies in
other Congressional committees (and which programs typically are
financed with general revenues). :

Historically, the portions of the transportation excise taxes that
are dedicated to Trust Funds have been imposed on the indust:
sectors judged to create at least some of the costs associated wit,
the pro%rams financed with the tax revenues. Because excise taxes
generally are assumed to flow through to consumers in prices for
goods and services, the structure of these sector-specific taxes has
a unique effect on structure of the transportation industry—both
among the different sectors (i.e., aviation, highway, water, and rail)
of the industry and among segments of each sector (e.g., hub-and-
spoke and point-to-point commercial airlines).

A. Excise Taxes Imposed on and Trust Funds Benefiting the
Transportation Industry, by Sector

Excise taxes are imposed on each major sector of the transpor-
tation industry. A majority of these excise taxes is ,,,d_edicateg to
Trust Funds established to finance Federal expenditure programs
benefiting the transportation sector subject to tax. The tax rates
and mix of taxes imfposed on each transportation sector are influ-
enced by analyses of the costs expected to be incurred by the Fed-
eral Government in providing services to different segments of the
sector. In addition to excise taxes dedicated to Trust Funds, each
transportation sector currently is subject to an excise tax on the
motor fuels it uses, with revenues from this tax being retained in
the General Fund of the Treasury. Certain water transportation
also is subject to a $3 per passenger General Fund excise tax,

In addition to excise taxes imposed to finance Federal transpor-
tation Trust Fund programs, administrative agencies may impose
non-tax fees on certain segments of the transportation industry to
offset the costs of specific services provided by the agencies. These
fees are limited to recovery of the cost of providing the service to
which the charge relates. The fees, and the services with respect
to which they are assessed, are distinct from the dedicated excise

3
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taxes and transportation Trust Fund programs. Appendix C pro-
vides a summary of various non-tax Federal fees-for-service im-
posed on the transportation industry.

Viewed from a revenue perspective, excise taxes on motor fuels
are the dominant source of transportation excise taxation for all
transportation sectors except aviation and international shipping.
Aviation user excise taxes imposed on passenger tickets and freight
waybills comprise the primary funding source for the Airport and
Airway Trust Fund (the “Airport Trust Fund”). An ad valorem ex-
cise tax on the value of cargo (and passenger fares) processed
through United States harbors is the primary revenue source for
the Harbor Maintenance Trust Fund. The following discussion
-summarizes the excise taxes imposed on the transportation indus-
try, by sector.

1. Air transportation excise taxes

Excise taxes are imposed on commerc1al air passenger and’
freight transportation and on fuels used in general aviation (e.g.,
corporate aircraft) to fund the Airport Trust Fund. In addition, like
other transportation sectors, the aviation sector is subject to a 4.3-
cents-per-gallon excise tax on aviation fuel, revenues from which
are retained in the General Fund for deficit reduction.2 The Airport
Trust Fund was established in 1970 to finance a portion of the
costs of Federal Aviation Administration (“FAA”) services and
grant programs for airports. Before establishment of the Airport
Trust Fund, Federal aviation expenditures were financed from gen-
eral revenues; General Fund domestic air passenger and fuels
taxes were imposed during this period. The structure of the Airport
Trust Fund excise taxes has remained generally unchanged, except
for rates, since 1970.

The current Airport Trust Fund excise taxes include three taxes
on commercial air transportation:

(1) a 10-percent tax on domestic air passenger transpor-
tation;

(2) a $6-per-person tax on international air passenger depar-
tures; and

(8) a 6. 25-percent tax on domestic air freight.

General aviation is subject to Airport Trust Fund excise taxes on
the fuels it uses rather than to the commercial aviation passenger
ticket and freight excise taxes. The Airport Trust Fund rates for
these excise taxes are 17.5 cents per gallon for jet fuel and 15 cents
per gallon for aviation gasoline.

The Airport Trust Fund excise taxes are scheduled to expire after
December 31, 1996; the 4.3-cents-per-gallon General Fund trans-
portation motor fuels excise tax is permanent. Current Airport
Trust Fund program expenditure authority is scheduled to expire
after September 30, 1998.

2The 4.3-cents-per-gallon transportation motor fuels excise tax was enacted by the Omnibus
Budget Reconciliation Act of 1993 (the “1993 Act”). Fuels used in commercial aviation were ex-
empt for a period of approximately two years (through September 30, 1995) when the tax ini-
tially was imposed.
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2. Highway transportation excise taxes

Excise taxes are imposed on fuels and heavy vehicles (including
certain parts and accessories therefor) used in highway transpor-
tation. Between 1956 when the Highway Trust Fund was estab-
lished and 1991, all revenues from these taxes were dedicated to
funding for the programs financed by that Trust Fund. Beginning
in 1983, the Hi%hway Trust Fund financed certain mass transit
programs as well as traditional highway construction and mainte-
nance programs. Since 1991, a portion of the motor fuels excise tax
revenues also has been dedicated to the General Fund of the Treas-
ury for deficit reduction. The articles subject to tax and the Trust
Fund tax rates generally have been structured to produce financial
contributions from different highway transportation segments, de-
termined in part by reference to past studies of relative Federal
program costs created by those segments. A majority of the reve-
nues produced by highway transportation excise taxes is derived
from the taxes on motor fuels. ‘

The current highway transportation excise taxes consist of:

(1) taxes on gasoline, diesel fuel, and special motor fuels;

(2) a retail sales tax imposed on trucks and trailers having
gross vehicle weights in excess of prescribed thresholds;

(8) a tax on manufacturers of tires designed for use on
heavy highway vehicles; and : '

(4) an annual use tax imposed on trucks and tractors hav-
ing taxable gross weights in excess of prescribed thresholds.

The Trust Fund components of the highway motor fuels excise
taxes and the non-fuels highway excise taxes are scheduled to ex-

ire after September 30, 1999; t¥1e General Fund component of the

ighway motor fuels excise taxes is permanent. Highway Trust
ggnilggpenditure authority is scheduled to expire after September

3. Water transportation excise taxes

Six excise taxes are imposed on four segments of the water trans-
portation sector: shipping on designated inland and intracoastal
waterways, domestic and international shipping through United
States ports, recreational motorboat transportation, and certain
commercial passen%er water transportation. In the case of the first
three segments, at least a portion of the taxes imposed is dedicated
to financing of Federal Trust Fund programs benefiting the trans-
portation segments subject to tax. The tax on commercial pas-
senger water transportation is exclusively a General Fund tax.

The water transportation excise taxes, and the Trust Funds, if
any, to which the revenues are dedicated, consist of:

(1) a permanent 20-cents-per-gallon excise tax on fuels used
on commercial cargo vessels traveling on a designated system
of United States inland and intracoastal waterways, revenues
from which are dedicated to the Inland Waterways Trust Fund; °

(2) a permanent harbor maintenance excise tax imposed on
the loadin§ and unloading of commercial cargo and passengers
at all publicly navigable U.S. ports (other than ports that are
part of the inland or intracoastal waterway system, above),
revenues from which are dedicated to the Harbor Maintenance
Trust Fund,; . ' :
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(3) through September 30, 1999, a 14-cents-per-gallon excise
tax imposed on gasoline used in recreational motorboats, reve-
nues from 11.5 cents per gallon of which are dedicated to the
Aquatic Resources Trust Fund and the Land and Water Con-
servation Fund ($1 million per year);

(4) after December 31, 1997 and through December 31, 1999,
a 24.3-cents-per-gallon General Fund excise tax on diesel fuel
used in recreational motorboats; and

(5) a permanent $3 General Fund excise tax imposed on pas-
sengers traveling on commercial vessel voyages extending one
or more nights, or on voyages on which gambling occurs be-
yond the territorial waters of the United States; and

. (6) a permanent 4.3-cents-per-gallon General Fund transpor-
tation fuels excise tax imposed on inland and intracoastal wa-
terway fuels and on motorboat gasoline.

4. Rail transportation excise taxes

There is no Federal rail transportation trust fund. Instead, rail-
roads generally construct and maintain railways using their own
capital. Thus, there are no Federal rail transportation trust fund
excise taxes. Diesel motor fuel used in trains is, however, subject
to a General Fund excise tax of 5.55 cents per gallon. After Sep-
tember 30, 1999, this rate is scheduled to decline to 4.3 cents per
gallon. The 4.3-cents-per-gallon rate is permanent.

Limited amounts of Federal General Fund expenditures finance
rail programs such as operating assistance for Amtrak and safety-
related expenditures by the Federal Rail Administration.

B. Budgetary Treatment of Transpdrtation Excise Tax
Revenues and Trust Fund Expenditures

Because most transportation excise taxes are dedicated to Trust
Fund programs, extensions and modifications of the taxes fre-
quently have been considered in conjunction with extensions and
revisions of Trust Fund expenditure programs. Viewed in their to-
tality, the excise taxes and programmatic expenditures require ap-
proval of at least three legislative components, by at least three
committees in each House of Congress—the tax-writing committee,
one or more authorizing committees, and the appropriations com-
mittee. The tax-writing committees ensure adequate revenues and
review Trust Fund expenditure purposes; the authorizing commit-
tees consider competing transportation needs on a detailed level;
and, the appropriations committees reconcile transportation spend-
ing needs with all other Federal spending needs. Historically, Trust
Fund tax provisions and expenditure authorizations generally have
been enacted as separate titles of a single Act; appropriations gen-
erally have been enacted separately as part of the annual Congres-
sional appropriations process. :

The Budget Enforcement Act of 1990 and related legislation (col-
lectively the “1990 Budget Act”) include two provisions that are
central to the operation of the Federal transportation Trust Fund
programs: an assumption that dedicated excise taxes are imposed
permanently (even if statutorily they are scheduled to expire) and
classification of Trust Fund spending as discretionary spending
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subject to aggregate annual caps that apply to all discretionary
spending (both for transportation and other programs).

The effect of these rules is that under the 1990 Budget Act, there
is no budget scorekeeping link between the revenues raised by the
transportation excise taxes and the spending from the transpor-
tation Trust Funds. The Trust Fund balances similarly have no ef-
fect in a broader budgetary sense on.the amount that can be obli-
gated for transportation program expenditures.® If Trust Fund ex-
cise taxes and programs are extended and reauthorized before expi-
ration of the taxes, there is neither a revenue nor a spending budg-
et score from the legislation. Further, because transportation Trust
Fund spending is classified as discretionary spending, if a dedi-
cated excise tax is reimposed after the tax has expired (and has
been removed from the CBO revenue baseline), the resulting reve-
nue increases may be scored under the Budget Act to offset the rev:
enue loss from enactment of other tax provisions without affecting
the Trust Fund to which the revenues are dedicated. . :

C. Status of Current Department of Transgortatio
and Highway Cost Allocation Studies

The goods or services subject to excise tax and rates of certain
transportation excise taxes historically have been baséd in part on
the findings of cost allocation studies by the Department of Trans-
Eortation g‘DO’l"’). Past studies have reviewed the costs expected to

e associated with expenditure programs of a transportation Trust
Fund administered by the Department and have assigned those
costs (pursuant to methodology developed by DOT) to different seg-
ments (e.F., automobiles v. trucks) of the transportation sector that
will benefit from the Trust Fund programs. = '

The DOT last issued comprehensive cost allocation studies in
1992 (aviation) and 1982 (highway). During the past year, DOT has
been engaged in updates of the 1992 ang 1982 studies. To date,
- neither of the updated studies has been issued. Further, work has
been suspended on the aviation cost allocation study as of this date
because of a };:rovision of the Federal Aviation Reauthorization Act
of 1996 which mandates the appointment of an independent com-
nl}xissl'ioAI;X to review both expenditure needs and funding sources for
the . :

D. Issues Relating to Transportation Excise Taxes and the
Funding of Federal Transportation Trust Fund Programs

Effect on Congressional oversight and Committee roles

Since 1956 (for highways) and 1970 (for aviation), Federal trans-
portation spending gand the financing therefor) has been provided
through Trust Funds financed with dedicated excise taxes. Pre-
viously, General Fund financing and appropriated expenditures
were used to deliver the Federal contribution. Currently, and in
large part because of spending constraints related to Congressional
budgetary decisions to reduce Federal deficits, numerous proposals
have been advanced to modify this structure: (1) privatizing Fed-

3Unrelated tothxs general budgetary result, some transportation Trust Funds have internal
anti-d%f;x‘c;;c}ls provisions that limit amounts that can be authorized and appropriated from the
Trust
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eral transportation programs (and funding for those programs) in
Federally chartered entities; (2) returning some or all of the ex-
penditure program (and required financing) responsibility to the
States; (3) reclassifying current Federal spending from discre-
tionary spending to direct (entitlement) spending, or (4) removing
Trust Fund spending from budget deficit calculations (i.e., taking
the Trust Funds “off budget”).

As described above, the present system of financing transpor-
tation programs and delivering services requires action by at least
three Congressional committees in each of the House and Senate.
Each of the committees that currently has oversight responsibility
has a distinct role in ensuring the effectiveness of these Federal
programs. The oversight roles of these respective committees are
affected significantly by the various proposals to change either the
financing of or spending for these programs. For example, complete
privatization, or return to the States, of a program and associated
financing would eliminate (or significantly reduce) the roles not
only of the committees that currently oversee the programs, but of
the Congress as a whole. Maintaining the current program and ex-
cise tax structure while reclassifying tru.nsFortation spending as di-
rect sfpendjng under the Budget Act would eliminate the current
role of the appropriations committees. A financing change from ex-
cise taxes to non-tax, or true, user fees could eliminate the role of
the House Committee on Ways and Means and the Senate Commit-
tee on Finance.

While reducing the roles of some committees, certain proposed
changes could increase the responsibility for and control over pro-
grams by other committees. For example, a Federal transportation
program provided through Federal direct (or off-budget) spending
and financed entirely with true user fees could consolidate all Con-
gressional committee oversight of the program into the current au-
thorizing committees. (If user fees were determined to be “revenue
measures,” the tax-writing committees would retain jurisdiction
under current House and Senate rules.)

Tax design

In current discussions of transportation excise taxes and the pro-
vision of transportation services, much emphasis is placed on “cost
allocation.” Cost allocation refers to attempts to divide the total
Government costs incurred in the provision of a service across all
the beneficiaries of that service. Thus, cost allocation is a method
to obtain Government cost recovery. Recovery of costs is one factor
that policy makers examine when determining the merits of under-
taking certain transportation infrastructure projects or when con-
gemplating imposing taxes that might fall on the transportation in-

ustry.

Tax proposals generally are judged in terms of efficiency, equity,
and administrability. An outcome is considered economically effi-
cient if it produces the greatest benefit from a given amount of re-
sources. Taxes can be designed to promote efficient use of re-

sources. When a tax is used in lieu of price in the provision of a -

service, efficient use of resources is assured if the tax is equal to
the incremental, or marginal, cost of providing the service. Equity
involves an assessment of the “fairness” of a tax. To determine fair-
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ness it is necessary to look beyond the statutory incidence of a tax
to its economic-incidence, or market effect. When analyzing taxes
earmarked for specific Government expenditures, some suggest
that the benefit principle is an equitable basis of taxation and oth-
ers suggest cost recovery or cost allocation is an equitable basis of
taxation. Administrability involves an assessment of the expense to
the Government and the taxpayer of imposing and collecting the
tax imposed. In evaluating a tax, tradeoffs must be made among
the three goals. Rarely is a tax that is deemed most equitable the
most efficient or most administrable tax. Likewise, the most admin-
istrable tax may not be the most efficient or most equitable.
Effect of transportation excise taxes on the market for trans-
portation services - C S
~ The design of a system of transportation excise taxes can be ex-
pected to affect the market for transportation. The present-law
transportation excise taxes generally are imposed on the inputs of
transportation service providers (e.g., taxes on fuels or equipment)
or are imposed on the purchase of the transportation service (e.g.,
the air transportation excise taxes). In either case, it generally is
assumed that market forces will cause the burden of these excise
taxes to flow through to consumers. Thus, the present-law excise
taxes may be expected to alter the prices that individuals pay for
transportation services.

The tax burdens imposed may cause consumers to choose one
mode of transportation over another mode. Thus, if an excise tax
is imposed on one sector of the transportation industry (e.g., high-
way) at a higher rate than on another sector with which that sector
competes (e.g., rail or aviation), consumers may find it more cost
effective to ship by rail than by truck or to travel by airplane rath-
er than by automobile, bus, or rail. The analysis is complicated by
current expenditure policy that ties the Federal Government’s pro-
vision of certain services (e.g., highway construction and mainte-
nance) to specific taxes collected. For example, under present law,
the highway transportation excise taxes generally are dedicated to
road construction and maintenance, services that are used by high-
way users, while rail transportation, which is subject to lower
transportation excise taxes, receives relatively few Government-
provided services. '

Similar questions arise within an industry sector. For example,
the current domestic air passenger transportation excise tax is im-
posed on the value of the ticket. The revenues from this excise tax
generally are used to fund FAA operations, airport grants, and air-
way facilities and equipment. The ad valorem character of the tax
will cause a traveler flying first class to pay more in tax than a
traveler flying coach on the same flight, despite the fact that all
travelers on a plane receive the same services from the FAA. Like-
wise, on a comparable flight, customers of a discount air carrier
will pay less tax than customers of a higher fare air carrier.

4This does not mean, however, that the discount carrier’s flight pays less for air traffic control
services than does the higher fare carrier’s flight. A discount carrier ‘with all seats occupied
might generate more tax revenue than a partially occupied higher fare air carrier flight ‘on a
comparable route even though both flights receive the same FAA services. T e bt
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Assessing changes in the present transportation excise tax struc-
ture requires an analysis of the questions of efficiency, equity, and
administrability. For example, a recent proposal by a group of
seven major commercial air carriers would convert the present-law
ad valorem air passenger transportation excise tax into three
“taxes” or “fees” with rates set at flat amounts based on three fac-
tors: revenue passengers, seats filled, and mileage. Such a change
would involve substantially greater administrative cost for the air-
lines and the IRS than the current excise tax does. However, de-
pending on how the tax factors (e.g., mileage) were measured, the
system might more appropriately assign costs of FAA services to
air travelers if it more closely approximated the marginal costs of
services provided by the FAA for each flight.

The burden across different sectors of the flying public would
change, however, if the excise tax system were changed. The FAA
has estimated that, if flying patterns did not change, one air car-
rier, and ultimately its passengers, would experience approximately
a 60-percent increase in tax burden if the seven airlines’ proposal
were adopted while the tax burdens of the seven proponents, and
ultimately their passengers, all would decline.5 Adoption of such a
proposal, through the resulting changes in fares charged for air
transportation by the proponents and the air carriers whose tax
burden increased, could alter the share of the air transportation
market held by each.

5See, letter and accompanying materials to the staff of the Aviation Subcommittee of the
House Committee on Transportation and Infrastructure from Charles A. Hunnicutt, Assistant
Secretary of Transportation for Aviation and International Affairs, June 7, 1996.
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TRANSPORTATION EXCISE TAXE

A. Air Transportation Excise Taxes

1. In general

Excise taxes are imposed on commercial air ai)assenger and
freight transportation and on fuels used in general aviation (i.e.,
transportation that is not for hire) to fund the Airport Trust Fund.
In a(fc)iition, like other transportation sectors, the aviation sector
generally is subject to a 4.3-cents-per-gallon excise tax on fuel used
in aviation, revenues from which are retained in the General Fund
for deficit reduction.? The Airport Trust Fund was ‘established in
1970 to finance a portion of the costs of FAA services and grant
programs for airports. Before establishment of the Airport Trust
Fund, Federal aviation expenditures were financed from general
revenues; General Fund domestic air passenger and fuels taxes
were imposed during this period. The structure of the Airport Trust
Fund excise taxes has remained generally unchanged, except for
rates, since 1970. e

The current Airport Trust Fund excise taxes include three taxes
on commercial air transportation:

(1) a 10-percent excise tax on domestic air passenger trans-
portation; v o

(2) a $6-per-person tax on international air passenger depar-
tures; and

(3) a 6.25-percent tax on domestic air freight.

General aviation (e.g., corporate aircraft) is subject to Airport
Trust Fund excise taxes on the fuels it uses rather than to the com-
mercial aviation passenger ticket and freight excise taxes.8 The
Airport Trust Fund rates for these excise taxes are 17.5 cents per
gallon for jet fuel and 15 cents per gallon for aviation gasoline.

The Airport Trust Fund excise taxes are scheduled to expire after
December 31, 1996; the 4.3-cents-per-gallon General Fund trans-

portation motor fuels excise tax is permanent. Each of these taxes

is described in more detail below. Current Airport Trust Fund pro-

SIn addition to the motor fuels excise taxes currently imf)osed on the transportation industry,
Superfund excise taxes were imposed before 1996 and Oi Spill Trust Fund excise taxes were
imposed before 1995, both on crude oil received at U.S. refineries and on imported refined petro-
leum products. These expired excise taxes are not discussed in this document because they were
not imposed directly on transportation providers.

7Fuels used in commercial aviation were exempt from this tax for a period of approximately
two years (through September 30, 1995) when the tax initially was imposed. L

81t is possible for specific aircraft to be used in both commercial and general aviation, For
example, a private corporate aircraft is treated as engaged in commercial aviation (and subject
to the commercial passenger and freight taxes) when it transports for compensation persons
other than employees of the corporation owning the aircraft. When the same aircraft transports
only employees of the owner corporation, it is treated as engaged in general aviation (and sub-
ject to the Airport Trust Fund fuels taxes, described below), A similar flight-by-flight determina-
:jon regarding taxation is made with respect to aircraft owned by affiliated groups of corpora-

ions.

11)

i

»
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g:)'am expenditure authority is scheduled to expire after September
30, 1998.

2. Airport Trust Fund excise taxes imposed on commercial
transportation

The three Airport Trust Fund excise taxes imposed on commer-
cial aviation are retail excise taxes. The structure of these excise
taxes is unchanged since the period when airline fares were regu-
lated by the Federal Government. That is, ultimate liability for
payment of tax is imposed on the person purchasing the transpor-
tation, not on the transportation provider.® Transportation provid-
ers may be subject to penalties, however, if they fail to make rea-
sonable efforts to collect the tax. Air transportation providers are
required to state seﬁarately the domestic air transportation excise
tax on passenger tickets.

The three Airport Trust Fund commercial air transportation ex-
cise taxes currently are scheduled to expire after December 31,
1996. Previously, the taxes expired during the period January 1,
1996 through August 26, 1996. : ‘

Domestic air passenger excise tax

Imposition and tax base

The 10-percent air passenger tax generally applies only to
amounts paid for domestic air transportation (Code sec. 4261).10 In
the case of domestic air transportation for which payment is made
outside the United States, the tax applies only if the transportation
both begins and ends within the United States. Domestic transpor-
tation is defined generally to include travel between two points
within the United States or travel to or from a point within the
continental United States 11 and a point within the “225 mile zone.”
The 225-mile zone includes the portions of Canada and Mexico
which are not more than 225 miles from the nearest point in the
continental United States.12 v ,

Special rules apply to air transportation between the continental
United States and Alaska or Hawaii and between Alaska and Ha-
waii. The portion of such transportation which is not within the
United States (e.g., the portion over the Pacific Ocean between the
continental West Coast or Alaska and Hawaii) is not subject to the

_10-percent domestic air passenger excise tax.!® The 10-percent ex-
cise tax applies in full, however, to air transportation within the
States of Alaska and Hawaii. ‘

9 Structured in this manner, the excise taxes were not a factor in ratemaking decisions by reg-
ulatory bodies. The only other example of a “collected” Federal excise tax is the telephone excise
tax, which also originally was imposed only on activities subject to governmental rate regula-
tion.

10Because the tax applies to “amounts paid” for air transportation, no tax is imposed on
transportation under airline frequent flyer programs for which no charge is made. Similarly, no-
charge transportation provided to airline employees as a fringe benefit is not subject to tax; tax
is imposed (determined by reference to actual amounts paid) for reduced-rate travel available
under both frequent flyer programs and airline employee and family fringe benefit programs.

11The term “continental United States” excludes Alaska and Hawaii.

12The Treasury Department is authorized to enter into agreements with Canada and Mexico
excluding specified areas that geographically fall within 225 miles of the United States from the
taxable zone if the Treasury determines that Canada or Mexico, respectively, imposes an appro-
priate air transportation tax on flights from such locations.

13The $6 per passenger international air passenger departure excise tax, described below,
does apply to this transportation.
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The 10-percent air passenger transportation excise tax also does
not apply to domestic United States segments of uninterrupted
international air transportation. Uninterrupted international air
transportation includes only travel (entirely by air) that does not
both begin and end in the United States (or in the 225-mile zone)
and during which there is no more than a 12-hour scheduled period
between arrival and departure at any point in the United States.14
- For example, assume that a passenger travels from Tokyo to'New
York, with a four-hour stop in Seattle. The domestic segment of the
flight (i.e., Seattle to New York) is not subject to the domestic air
passenger transportation excise tax because that segment is a part
of uninterrupted international air transportation.

Unlike many Federal excise taxes, the Federal Government,
State and locaf governments, and private, non-profit organizations
altl'e subject to tax on commercial air transportation purchased by
them.

. Exemptions

Exemptions are provided for helicopters engaged in the explo-
ration for, or the development or removal of, hard minerals, oil, or
gas, and in timber (including logging) operations if the helicopters
neither take off from or land at a facility eligible for Aviation Trust
Fund assistance or otherwise use Federal aviation services during
the flight.15 In addition, emergency medical aircraft (both fixed-
wing and helicopter) are exempt from tax when the aircraft are
equipped for and exclusively dedicated to emergency medical trans-
portation. This latter exemption applies regardless of whether the
Federal aviation system is used or the aircraft takes off from or
lands at a Federally assisted airport. A further exemption applies
to transportation on aircraft having a maximum FAX certificated
takeoff weight of 6,000 pounds or less, if the aircraft is not oper-
ated on an established line.

History of tax

The current 10-percent domestic air passenger excise tax rate
dates to 1990 legislation. In 1990, the tax rate was increased from
8 percent to 10 percent for a five-year period (through December
31, 1995) as part of budget reconciliation legislation. That legisla-
tion also provided that revenues from the 2-percentage point in-
crease would be retained in the General Fund as a deficit reduction
measure for two years of the five-year period. The 10-percent tax
lapsed after December 31, 1995. The Small Business Job Protection
Act of 1996 (the “1996 Act”) reinstated the tax for the period Au-
gust 27, 1996 through December 31, 1996. ,

The 8-percent tax rate was imposed concurrent with establish-
ment of the Airport Trust Fund in 1970. Except for the period from
October 1, 1980 through August 31, 1982, when the rate tempo-
rarily was reduced to 5 percent as a result of a general expiration
of the Airport Trust Fund excise taxes, the rate remained at 8 per-
cent until enactment of the 1990 legislation described above. Before

4A more liberal rule is provided for military personnel traveling in uniform while on leave
in trans&ortatxon that involves both international and domestic United States segments,

15In the case of flights involving multiple intermediate stops, this determination is made on
a segment-by-segment basis.
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establishment of the Airport Trust Fund in 1970, a 5-percent tax
rate was imposed beginning in 1960, with revenues going to the
General Fund. (Federal aviation expenditures were financed en-
tirely from the General Fund during that period.)

International air passenger departure tax
Imposition and tax base

A $6 per passenger excise tax is imposed on international air
transportation which begins in the United States (sec. 4261(c)). The
$6 tax applies to commercial air passenger transportation from the
United States which is exempt from all or a part of the 10-percent
domestic air passenger excise tax. Thus, transportation between
the continental United States and Alaska or Hawaii and between
Alaska and Hawaii is subject to this tax (because the international
portion of the flight is exempt from the 10-percent tax) as is trans-
portation from the United States to a foreign country. This tax ap-
plies regardless of whether the transportation is purchased within
the United States (i.e., the tax applies to a return segment from
the United States of “round trip” travel originating and énding in
a foreign country even if payment occurs within the foreign coun-

try).
History of tax

The international air passenger transportation tax was first im-
posed, at a $3 per passenger rate, by the 1970 legislation that es-
tablished the Airport Trust Fund. Except for the period from Octo-
ber 1, 1880 through August 31, 1982, when the tax expired, the tax
rate was not changed until 1989, when it was increased to $6 per
passenger beginning on January 1, 1990. This tax expired after De-
cember 31, 1995, and was reinstated by the 1996 Act for the period
August 27, 1996, through December 31, 1996.

Domestic air transportation freight excise tax

Imposition and tax base

A 6.25-percent excise tax is imposed on air transportation of
freight within the United States (sec. 4271). Like the domestic air
passenger transportation excise tax, this tax applies regardless of
whether payment for the transportation is made within the United
States; however, the tax does not apply unless the transportation
both begins and ends within the United States. Transportation is
treated as beginning and ending within the United States if both
the point of origination and the final destination point are within
the United States (i.e., layover time outside the United States and
movement of aircraft in deadhead service are treated as part of -
taxable transportation). '

Air freight transportation between the continental United States
and Alaska or Hawaii and between Alaska and Hawaii is partially
exempt from this tax under special rules similar to those that
apply under the domestic air passenger transportation excise tax.
Transportation of freight within either Alaska or Hawaii is fully
taxable, even when a portion of the transportation occurs over
international waters or Canada.
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The domestic air freight excise tax base does not apply to charges
for certain accessorial ground services, such as costs of ground
transportation from a downtown freight carrier drop station to the
airport. Accessorial service charges are not subject to tax only if the
service could be performed by a party other than the transportation
provider and if tﬁe provider maintains in its records a separate ac-
counting for the charge.

Unlike the domestic air passenger excise tax, air freight trans-
portation providers are not required to state the amount of this tax
separately on customer bills.

Exemptions :

The air freight excise tax does not apply to property transported
by emergency medical aircraft performing qualifying medical serv-
ices. The Treasury Department further has ruled that the tax does
not apply to amounts paid for transportation of roperty in
cropdusting, and aerial firefighting service, or the use of helicopters
in construction such as setting equipment on the roofs of buil ings
or installing power lines. A .

. History of tax

The domestic air freight excise tax was first imposed by the 1970
legislation that established the Airport Trust Fund. Except for the
?eriod when the Airport Trust Fund excise taxes generally expired

rom October 1, 1980 through August 31, 1982, the tax rate was
5 percent of the transportation charge until 1990, when the current
6.25-percent rate was enacted. Revenues attributable to the 1.25-
percentage point rate increase were retained in the General Fund
as a deficit reduction measure for the first two years of the original
five-year period during which the 6.25-percent rate applied. The
tax expired after December 31, 1995, and was reinstated by the
%ggg Act for the period August 27, 1996 through December 31,

3. Airport Trust Fund excise taxes imposed on fuels used in
general aviation

Imposition of tax and tax base

In lieu of the passenger and freight excise taxes imposed on com-
mercial air transportation, general aviation is subject to Airport
Trust Fund excise taxes on the fuels it consumes (secs. 4081 and
4091). These taxes are imposed at rates of 17.5 cents per gallon on
jet fuel and 15 cents per gallon on aviation gasoline. The jet fuel
tax is imposed on the sale of the fuel by producers, defined to in-
clude registered wholesale distributors.1é The aviation gasoline tax
is imposed on the removal of the gasoline from registered terminal
facilities under the same administrative rules as apply to the high-
way motor fuels excise taxes.17 _ ; e

Like the Airport Trust Fund excise taxes on commercial air
transportation, the fuels taxes imposed on general aviation cur-

*6The majority of this tax is imposed on wholesale distributors of jet fuel. Because most major
airports have wholesale distributors on site that deliver fuel directly into aircraft, the absence
of a retail intermediary effectively renders much of the tax a retail tax.

17 A more comtglete discussion of the administration of the gasoline tax is included in Part
IL.B., regarding the highway transportation motor fuels excise taxes.
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rently are scheduled to expire after December 31, 1996. The tax on
jet fuel and 1 cent per gallon of the tax on aviation gasoline expired
during the period January 1, 1996 through August 26, 1996; the re-
maining 14 cents per gallon of the aviation gasoline excise tax con-
tinued to be imposed, with revenues being deposited in the High-
way Trust Fund. When the Airport Trust Fund excise taxes were
reinstated in the 1996 Act, revenues from this 14-cents-per-gallon
tax collected during the tax-expiration period were transferred to
the Airport Trust Fund. '

Exemptions

Exemptions are provided for helicopters engaged in the explo-
ration for, or the development or removal of, hard minerals, oil, or
gas, and in timber (including logging) operations if the helicopters
neither take off from or land at a facility eligible for Airport Trust
Fund assistance or otherwise use Federal aviation services during
the flight.8 In addition, emergency medical aircraft (both fixed-
wing and helicopter) are exempt from fuels taxes when the aircraft
are equipped for and exclusively dedicated to emergency medical
transportation.1® This latter exemption applies regardless of wheth-
er the Federal aviation system is used or the aircraft takes off from
or lands at a Federally assisted airport. A further exemption ap-
plies to fuels used by tax-exempt aircraft museums operated for the
care and exhibition of World War II combat aircraft.

Fuels sold for export or for use as supplies for vessels or aircraft -
(generally use by the United States military), use by State and
local governments and nonprofit educational organizations, or use
on a farm for farming purposes are exempt from the aviation fuels
excise taxes. ) :

" History of tax ‘ : .

The general aviation gasoline tax was imposed at a 2-cents-per-
gallon rate before the Airport Trust Fund was established in 1970
(revenues from this tax were dedicated to the Highway Trust Fund
from 1956 through 1970). The general aviation gasoline tax rate
was increased to 7 cents per gallon beginning in 1970, and the tax
on jet fuel was imposed at the same rate. During the period when
the Airport Trust Fund taxes generally were expired previously
(October 1, 1980-August 31, 1982), the tax on jet fuel was zero and
the tax on aviation gasoline reverted to the pre-Trust Fund rate of
2 cents per gallon. In 1982, when the Airport Trust Fund taxes
were reinstated, the aviation gasoline tax rate was increased to 12
cents per gallon, and the jet fuel tax rate was increased to 14 cents
per gallon. In 1990, the Airport Trust Fund general aviation fuels
taxes were increased further: the aviation gasoline tax rate was in- .
creased further to 15 cents per gallon and the jet fuel tax rate was
increased to 17.5 cents per gallon. B

181n the case of flights involving multiple intermediate steps, this determination is made on
a segment-by-segment basis. o ’ :

19The Airport Trust Fund exemptions for fixed-wing emergency medical aircraft were enacted
in the Sthall Business Job Protection Act of 1996, A technical correction is needed to clarify ap-
plication of the fuels tax exemptions to these aircraft. ) )
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4. General Fund transportation motor fuels excise tax
Imposition of tax and exemptions

The 1993 Act imposed a permanent, General Fund excise tax on
transportation motor fuels for deficit reduction (secs. 4081 and
4091). The tax rate is 4.3 cents per gallon. The tax applies gen-
erally to motor fuels used in all transportation sectors, including
aviation. Fuels used in commercial aviation were “‘exempt during
the period through September 30, 1995.

This General Fund motor fuels excise tax rate is administered as
~an “add-on” to existing Trust Fund excise taxes. Thus, the tax on
aviation jet fuel is imposed (along with any applicable Airport
Trust Fund excise tax) on the sale of the fuel by a producer (typi-
cally, a wholesale distributor); aviation gasoline is taxed upon re-
moval of the fuel from registered terminal facilities. _ ‘ o

Fuels used in a use that is exempt from all Trust Fund excise
taxation similarly is exempt from the General Fund transportation
motor fuels excise tax.20

History of tax

The Omnibus Budget Reconciliation Act of 1990 represented the
first time that transportation motor fuels excise taxes had been
used for General Fund purposes since enactment of the various
Federal Trust Fund programs (e.g., aviation in 1970). The 1990
General Fund “deficit reduction” tax of 2.5 cents per gallon applied
only to highway and rail transportation fuels and was scheduled to
expire after September 30, 1995. The Omnibus Budget Reconcili-
ation Act of 1993 expanded upon the 1990 Act, adding an addi-
tional 4.3-cents-per gallon to the existing General Fund tax rate,
and expanding the transportation sectors subject to this additional
tax rate to include aviation (commercial aviation after September
30, 1995) and inland waterway fuels.21 The 1993 tax is permanent.

5. Repealed or expired aviation excise taxes

Two additional excise taxes previously were imposed on air
transportation. First, an annual civil aireraft use tax was imposed
from 1971 to 1980. The tax rate was $25 plus 3.5 cents per pound
of the maximum certificated takeoff weight for turbine aircraft or
2 cents per pound of maximum certificated takeoff weight in excess
of 2,500 pounds for other aircraft (jet aircraft). o

Second, before 1984, aircraft tires and tubes were subject to tax

as part of a general tire and tube excise tax that also applied to
highway vehicles. v _ :
Revenues from the annual aircraft use tax and the tax on air-

craft tires and tubes (after 1970) were dedicated to the Airport
Trust Fund. ,

20The tax base established in 1993 for this tax generally paralleled that of the Leaking Un-
derground Storage Tank Trust (“LUST”) Fund fuels excise tax. The LUST tax rate of 0.1 cents
per gallon applied to aviation (both commercial and general), highway, rail, inland and intra-
coastal waterway, and recreational motorboat (gasoline). Revenues from the LUST excise tax,
which expired after December 31, 1995, were used to finance clean up of pollution from leaking
underground petroleum storage tanks. Because it has expired, the LUST excise tax is not dis-
cussed further in this document. N B T

218ee the discussion in Parts ILB. and D. for 1993 changes to the 1990 2.5-cents-per-gallon
General Fund transportation motor fuels tax.
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B. Highway Trahspdrtation Excise Taxes
1. In general '

Excise taxes are imposed on fuels and heavy vehicles (including
certain parts and accessories therefor) used in highway transpor-

tation. Between 1956 when the Highway Trust Fund was estab- .

lished and 1991, all revenues from these taxes were dedicated to
funding for the programs financed by that Trust Fund. Beginning
in 1983, the Highway Trust Fund financed certain mass transit
programs as well as traditional highway construction and mainte-
nance programs. Since 1991, a portion of the motor fuels excise tax
revenues also has been dedicated to the General Fund of the Treas-
ury for deficit reduction. The articles subject to tax generally, and
the Trust Fund tax rates, historically have been structured to
produce financial contributions from different highway transpor-

~ tation segments; determined in part by reference to past studies of -

relative costs created by those segments. A majority of the reve-
nues %roduced by highway transportation excise taxes is derived
from the taxes on motor fuels. ' :
The current highway transportation excise taxes consist of:
(1) taxes on gasoline, diesel fuel, and special motor fuels;
(2) a retail sales tax imposed on trucks and trailers having
gross vehicle weights in excess of prescribed thresholds;
(3) a tax on manufacturers of tires designed for use on heavy
highway vehicles; and :
(4) an annual use tax imposed on trucks and tractors having
taxable gross weights in excess of prescribed thresholds.22
The Trust Fund components of the highway motor fuels excise
taxes and the non-fuels highway taxes are scheduled to expire after
September 30, 1999; the General Fund component of the highway
motor fuels excise taxes is permanent. Highway Trust Fund ex-
penditure authority is scheduled to expire after September 30,
1997. (Each of the highway transportation excise taxes is described
in more detail below.) ‘ :

2. Highway motor fuels excise taxes

Tax rates

Separate Federal excise taxes are imposed on gasoline, diesel
fuel 23 and special motor fuels used for highway transportation
(secs. 4041 and 4081). With the exception of the special motor fuel
compressed natural gas (“CNG”), the excise taxes on each of these

22Two additional highwa¥-related excise taxes are imposed under present law: a graduated-
rate excise tax on automobiles that fail to meet specified fuel efficiency standards (the “gas guz-
zler tax™) and a retail excise tax on “luxury” automobiles. The gas guzzler tax applies to auto-
mobiles having a rated fuel efficiency less than 22.5 miles per gallon. The tax ranges from
$1,000 to $7,700 per vehicle depending on fuel efficiency. This tax is permanent. The current
rate of the excise tax on luxury automobiles is 9 percent of the excess of the retail price over
$34,000. This tax is scheduled to e?ire after December 31, 2002; phased annual rate reductions
and indexing of the price threshold are scheduled to occur between 1997 and 2002. Revenues
from both of these excise taxes are retained in the General Fund. These taxes are not discussed
furtl}gr in this document because they generally are not viewed as imposed on transportation
providers.

23 Kerosene generally is taxed as an aviation fuel if it is suitable for that use. Kerosene also

commonly is blended with diesel fuel to prevent gelling of the diesel fuel in colder temperatures.
When kerosene is blended with taxable diesel fuel, the blender is liable for payment of the apphi-
cable diesel motor fuel excise tax rate (24.3 cents per gallon) on the blended kerosene. Kerosene
that is not used as a motor fuel is not subject to the highway transportation excise taxes.

B}
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fuels is comprised of a Trust Fund rate and a permanent General
Fund rate. CNG is subject only to the permanent General Fund
rate. Other special motor fuels include liquefied natural gas
(“LNG”), benzol, naphtha, liquefied petroleum gas (e.g., propane),
natural gasoline, and any other liquid (e.g., ethanol and methanol)
other than gasoline and diesel fuel. ‘ c

Table 1, below, provides a summary of the current highway
motor fuels tax rates.24

Table 1.—Current Federal Highway Motor Fuels Tax Rates
[Rates shown in cents per gallon]

Trust
Fuel Fund  pooiete “CHaee
Gasoline ..........ocveueeveeeencrerecnnnan. - 140 43 18.3
Diesel fuel .........ccoeereveennnen. 200 43 24.3
Special motor fuels (other than S
CNG) .oeerirecrreerreesenenens - -14.0 . 4.3 18.3
CNG ...t 0 143 43

1The statutory rate is 48.54 cents per thousand cubic feet (“MCF”), which is
equivalent on an energy (Btu) basis to the 4.3-cents-per-gallon General Fund por-
tion of the tax rate imposed on propane. In general, the motor fuels tax rates are
not determined by Btu equivalency. Thus, fuels with fewer Btus per gallon (e.g.,
propane) may be taxed somewhat high)er per Btu than fuels having a higher en-

ergy content per gallon (e.g., diesel fuel).
Exemptions .

Exempt highway uses.—Present law includes numerous exemp-
tions (including partial exemptions) for specified uses of taxable
fuels or for specified fuels. Because the gasoline and diesel fuel
taxes generally are imposed before the end use of the fuel is
known, many of these exemptions are realized through refunds to
end users of tax paid by a party that processed the fguel earlier in
the distribution chain. These exempt uses and fuels include:

(1) use in State and local government and nonprofit edu-
cational organization highway vehicles;

(2) use in buses engaged in transporting students and em-
ployees of schools;

(3) use in private local mass transit buses having a seating
capacity of at least 20 adults (not including the driver) when
the buses operate under contract with (or are subsidized by) a
St?ite or local governmental unit to furnish the transportation;

(4) use in private intercity buses serving the general public
along scheduled routes. (Such use is totally exempt from the
gasoline excise tax and is exempt from 17 cents per gallon of
the diesel fuel tax.) ‘

24 Before January 1, 1996, each of the rates shown, with the exception of the rates on liquefied
Bitroleum gas (propane) and CNG, included an additional 0.1 cent per gallon to finance the

aking Underground Storage Tank Trust Fund program. (See also Appendix A for a listing of
motor fuels excise tax rates by transportation sector.)
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Exempt off-highway uses—In addition to exemptions for these
highway uses of otherwise taxable motor fuels, fuels used in off-
highway uses (limited to off-highway business uses in the case of

asoline) and on farms for farming purposes generally are exempt
rom these motor fuel taxes.25 In no case is tax imposed on fuel
used in an off-highway use to fund the Highway Trust Fund. Rath-
er, where tax is imposed, it is either for the General Fund (i.e., die-
sel fuel used after December 31, 1997, in motorboats, and diesel
fuel used in trains) or to finance other Trust Funds (e.g., motorboat
%aso(lii)ne taxes that are dedicated to the Aquatic Resources Trust

und).

Alcohol fuels.—Partial exemptions from the highway excise taxes
are provided for alcohol fuels that are used as special motor fuels
or are blended with gasoline for use as a highway motor fuel. In
the case of ethanol and renewable source methanol (derived from
sources other than petroleum, natural gas, or coal), the excise tax
exemption is equal to 5.4 cents per gallon of ethanol (6.0 cents per
gallon for methanol) used as an alcohol special motor fuel, and the
same amount per gallon of blended fuels consisting of gasoline or
diesel fuel blended with these alcohols in prescribed proportions.
. This exemption is coordinated with an income tax credit equal to
54 cents per gallon for ethanol and 60 cents per gallon of renewable
source methanol, producing a net tax subsidy for these fuels.26

Present law allows alcohol blenders (persons that blend ethanol
or renewable source methanol and gasoline for use as a_highway
fuel) a choice of three methods of realizing this subsidy. First, the
subsidy may be realized in whole or in part by an income tax cred-
it. Second, blenders that register with the Internal Revenue Service
may purchase gasoline to be blended with alcohol in certain gaso-
line/alcohol ratios at a special reduced tax rate (and alcohol tax-
free) so that the tax-paid on the gasoline is reduced by the portion
of the alcohol subsidy in excess of full tax-exemption for the alco-
hol. Third, blenders purchasing gasoline bearing the full 18.3-cents-
per-gallon tax rate and blending the gasoline with alcohol may
apply for a refund (on weekly basis) which bears interest unless
. paid by the Internal Revenue Service (the “IRS”) within 20 days.2?

Additionally, the Highway Trust Fund tax rate on methanol pro-
duced from natural gas and used as a highway special motor fuel
is reduced to 7 cents per gallon (instead of 14 cents per gallon).
Methanol produced from natural gas is not eligible for the income

25 Diesel fuel is the same fuel (#2 fuel oil) as is commonly used as home heating oil. Fuel oil
used as heating oil is not subject to the Federal excise tax. ]

26 The 0.6- and 6-cents-per-gallon differences between the subsidies for ethanol and renewable
source methanol were enacted to offset the revenue loss from a 10-cents-per-gallon small pro-
ducer income tax credit available to ethanol, but rot to methanol. .

27The choice of how the alcohol subsidy is realized generally will depend on the arrangements
under which the blender purchases gasoline, the blender’s tax circumstances, or proportions of

asoline and alcobol in the blended fuel. For example, reduced tax rate gasoline purchases may
used to realize the full renewable source alcohol fuels tax subsidy only on gasoline/alcohol
mixtures that meet either of three rogglrtions: 90, 92.3, or 94.5 percent gasoline and 10, 7.7,
or 5.5 percent alcohol respectively. The balance of the alcchol tax subsidy on nonconforming mix-
tures must be claimed through the income tax credit, o

Blenders that receive their gasoline pursuant to inventory exchange agreements among sup-
pliers (where one taxpayer-supplier delivers fuel from its terminal to a customer of another such
sugplier and bills the other supplier rather than the blender) might not purchase gasoline at
reduced tax rates. These blenders are eligible for the expedited excise tax refunds. B

All taxpayers are eligible for the income tax credit; however, that credit may not be used to
offset alternative minimum tax liability and is not refundable. Thus, a blender that has limited
regular income tax liability would prefer the excise tax methods of receiving the alcohol subsidy.
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tax credit and does not qualify for any exemption when blended
with gasoline or diesel fuel. This 7-cents-per-gallon reduced excise
tax rate is based on that methanol’s lower Btu content relative to
%asoline. Almost all commercially marketed methanol is derived
rom natural gas.

Administration of highway motor fuels excise taxes

The gasoline and diesel fuel excise taxes are imposed on removal
of the fuel from a refinery or on importation, unless the fuel is
transferred by pipeline or barge to a registered terminal facility. In
such as case, tax is imposed on removal of the fuel from the termi-
nal facility (i.e., at the “terminal rack”).28 A large majority of the
taxes imposed on gasoline and diesel fuel is imposed at the termi-
nal rack. The special motor fuels tax, which accounts for a rel-
atively small portion of motor fuels tax revenues, is imposed at the
retail level. , et

Present law imposes tax on all gasoline and diesel fuel that is
removed from a terminal facility, except diesel fuel that is destined
for nontaxable use (including a partially taxable use in an intercity
bus or a train) and that is indelibly dyed in accordance with Treas-
ury Department regulations.2? The person holding an inventory po-
sition in the terminal at the time the fuel is removed from that fa-
cility (the “position holder”) is liable for payment of the tax. The
current points at which these taxes are imposed were established
between 1986 and 1993 in response to reports of extensive tax eva-
sion occurring at points of taxation established when the tax rates
were substantially lower than those in effect since 1983.39 Termi-
nal racks represent a point in the distribution chain of gasoline and
diesel fuel that commonly is at least two parties removed from de-
livery of the fuel to the ultimate consumer.31 Thus, absent marking
or dyeing of fuel (as is permitted with diesel motor fuel destined
for nontaxable use), it cannot be determined with certainty what
the gltimate use of the fuel will be at the point where tax is im-
posed. ’ ;

To effect the tax exemptions provided by law while preventing
tax evasion, present law §enerally provides that exemptions are re-
alized through refunds of tax paid by a previous party in the fuel
distribution chain. In the case of gasoline, all exemptions are real-
ized through refunds to ultimate users, except in the case of gaso-
line sold to State and local governments, nonprofit educational or-
ganizations, the U.S. military for aircraft use, or for export where
refunds can be made to wholesale distributors (if the distributors

28 Gasoline and diesel motor fuel maﬁ' be removed from a refinery without payment of tax only
if the party removing the fuel and all subsequent parties before its removal from a terminal
facility are registered with the Internal Revenue Service. If fuel is sold to an unregistered party
before leaving the terminal facility, tax immediately is imposed. This tax does not affect imposi-
tion of a second tax at the terminal rack; however, the second tax may be refunded upon re-
quest. This dual tax regime was enacted in 1990 in response to reports that fuel was being re-
1x)noved ﬁ(‘iom terminals upon a claim that tax had already been paid, when in fact it had not

een paid. : . - o

29 Persons selling or using dyed diesel fuel in a taxable use (other than in an intercity bus
or a train) are subject to a penalty equal to the greater of $1,000 or $10 per gallon of fuel.

20As described more fully below, the gasoline and diesel motor fuel tax rates were 4 cents
per gallon from 1959 until 1983, at which time they were increased to 9 centcsafer gallon.

31Following production at a refinery, gasoline and diesel motor fuel typically travel by pipe-
line or barge to a terminal facility. Upon removal from the terminal facility, the fuels typicaxl)fy
travel by truck either to retail outlets, to smaller wholesale storage facilities, or to ultimate
users that purchase fuel in bulk quantities.
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elect) -or to the persons that actually paid the tax upon removal of
the gasoline from a terminal. In the case of diesel fuel, all exemp-
tions are realized either through refunds or through the removal of
dyed fuel (on which no tax is paid).32 Like gasoline refunds, diesel
fuel tax refunds generally are made only to ultimate users of the
fuel. An exception provides that these refunds are made only to ul-
timate vendors of fuel to State and local governments-and farmers,
- thereby allowing tax-free pricing on sales to these users.

History of highway motor fuels excise tax rates :

Before establishment of the Highway Trust Fund in 1956, th
Federal Government’s role in highway construction and mainte-
nance was funded through general revenues. Excise taxes at a rate
of 1 cent per gallon were imposed on gasoline, diesel fuel, and spe-
cial motor fuels from 1932 to 1940; a 1.5-cents-per-gallon tax was
imposed from 1940 to 1951; and a 2-cents-per-gallon tax was im-
posed from 1951 to 1956. When the Highway Trust Fund was es-
tablished in 1956, the motor fuels tax rates were increased initially
to 3 cents per gallon. Subsequent increases in the highway motor
fuels excise tax rates were enacted in 1959 (to 4 cents per gallon),
in 1982 (to 9 cents per gallon), in 1984 (diesel fuel to 15 cents per
gallon to offset revenue lost by a reduction in the heavy vehicle an-
nual use tax), in 1990 (to 14 cents per gallon (gasoline and special
motor fuels) and 20 cents per gallon (diesel fuel)), and 1993 (to 18.3
cents per gallon (gasoline and special motor fuels) and 24.3 cents
per gallon (diesel fuel)). ‘ '

Before 1990, the highway transportation motor fuels taxes gen-
erally were scheduled to expire in concert with expiration of au--
thorizing highway legislation.33 Beginning with enactment of the
“Omnibus Budget Reconciliation Act of 1990 use of a portion of the
highway motor fuels tax revenues for General Fund deficit reduc-
tion, however, that link was broken—the 1990 rate increases were
effective through September 30, 1995, and were subsequently ex-
tended through September 30, .1999 in the 1993 legislation). The
1993 General Fund rate increase was permanent.

3. Non-fuel Highway Trust Fund excise taxes

In addition to highway motor fuels excise tax revenues, the High-
way Trust Fund receives revenues produced by three excise taxes
imposed exclusively on heavy highway vehicles or tires. These
taxes are imposed only on heavy highway vehicles to achieve a bet-
ter matching of Federal highway program costs with excise taxes,
based on findings of past DOT highway cost allocation studies that
heavier vehicles disproportionately contribute to deterioration of
the highways. Unlike the highway motor fuels excise taxes, there

32The diesel fuel dyeing regime allows, for example, #2 fuel oil (diesel fuel) to be sold as heat-
ing oil without payment of tax, thereby eliminating the need for homeowners to purchase high-
er;griced, tax-paid fuel and a‘pply for refunds.

Anti-deficit provisions of the Highway Trust Fund (Code sec. 9503) limit new expenditure
obligation authority to projected revenues for the upcoming two_years (Highway Account) or one
year (Mass Transit Account). A projected shortfall would result in across-the-board (pro rata)
reductions in certain program expenditure levels. As a result, scheduled Highway Trust Fund
tax expirations generally lag two years behind authorizing legislation expirations. Current.au-
thorizing legislation expires after September 30, 1997; current Highway Trust Fund excise tax
rates expire after September 30, 1999.
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is no General Fund component of these taxes. Each of the taxes is
scheduled to expire after September 30, 1999.

Retail excise tax on heavy vehicles

Tax rate and base

A 12-percent excise tax is imposed on the first retail sale of
heavy highway trucks, tractors, and trailers (sec. 4051).3¢ Trucks
having a gross vehicle weight (“GVW?”) of 33,000 pounds or less are
not subject to the tax; trailers having a GVW of 26,000 pounds or
less are exempt. Gross vehicle weight is defined as the loaded
weight (generally based on axle capacity) at which the vehicle is
designed to ol};erate.

Although the tax is imposed only on the first retail sale, the first
sale of a remanufactured vehicle is taxable as the sale of a new ve-
hicle. The determination of whether modifications to an existing ve-
hicle constitute repair or remanufacture is based on all relevant
facts and circumstances. In general, modifications are treated as
remanufacture if the cost of the modifications exceeds 75 percent
of the cost of a comparable new vehicle. However, lesser modifica-
tions that result in a change in function of a truck are treated as
remanufacture.

In general, the tax base is the full retail sales price of the base
vehicle and all parts and accessories. Pursuant to Treasury Depart-
ment rulings, however, certain equipment that is installed on igh-
way vehicles, but which is unrelated to its hi hway transportation
function, is excluded from the tax base. Further, the tax includes
provisions designed to prevent the sale of “stripped down” vehicles
to which additional parts and accessories will be added shortly
after the taxable event. Under these provisions, all parts and acces-
sories installed on a vehicle within six months of the first retail
sale are subject to tax. Because the tax is determined on an ad va-
lorem basis, the Treasury Department is authorized to prescribe
presumed markup rules to equalize the tax cost of vehicles sold di-
rectly by manufacturers to consumers (typically fleet sales) to that

of vehicles sold through retail dealers.
History of tax

The heavy vehicle excise tax originally was imposed as a manu-
facturers’ excise tax. Before the 1956 establishment of the Highway
Trust Fund, the tax rate was 8 percent; the 1956 legislation in-
creased the rate to 10 percent where it remained until 1982 legisla-
tion that both changeé) the point at which the tax is imposed and
increased the rate. From 1917 until 1971, a manufacturers’ excise
tax also was imposed on automobiles at rates that ranged from 3
percent to 10 percent over the period. Between 1971, when auto-
mobiles and light trucks first were exempted from the tax, and
1982, the weight threshold for determining whether a vehicle was
taxable was 10,000 pounds GVW. The 1982 rate increase and the
taxable threshold modifications were enacted in response to a DOT
highway cost allocation study. Before 1982, an 8-percent companion
excise tax to the heavy vehicle excise tax was imposed on parts and

34A backup “use” tax is imposed on otherwise taxable vehicles that are placed in service be-
fore a taxable sale occurs. . .
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accessories for those vehicles, and a 6-cents-per-gallon excise tax
was imposed on lubricating oil.
Manufacturers’ excise tax on certain tires
Imposition of tax

A graduated excise tax is imposed on the sale by a manufacturer
(or importer) of tires designed for use on heavy highway vehicles
(sec. 4071). The tire tax rates are as follows:

Tire weight ’ Tax rate

Not more than 40 lbs .................. No tax.
More than 40 lbs., but not more 15 cents/lb. in excess of 40 lbs.
than 70 lbs.
More than 70 lbs., but not more $4.50 plus 30 cents/lb. in excess
than 90 lbs. of 70 lbs. ,
More than 90 Ibs .....ccccoveeereennnnn $11.50 plus 50 cents/lb. in ex-
: cess. of 90 lbs.

. No tax is imposed on the recapping of a tire that previously has
been subject to tax. Tires of extruded tiring with internal wire fas-
tening also are exempt.

History of tax

. Before enactment of the 1982 highway legislation, the tire tax
was imposed on all tires, regardless of weight, at a rate of 9.75
cents per pound (4.875 cents per pound on nonhighway tires), and
inner tubes were taxed at 9 cents per pound. The 1982 legislation
also repealed a tax on tread rubber (5 cents per pound on tread
rubber for use in recapping or retreading highway-type tires).

Heavy vehicle annual use tax

Imposition of tax and exemptions

An annual use tax is imposed on highway vehicles having a tax-
able gross weight of 55,000 pounds or more (sec. 4481). The tax.
rate is $100 per year, plus $22 for each 1,000 pounds in excess of
55,000 pounds. The maximum tax, imposed on vehicles having a
taxable gross weight over 75,000 pounds, is $550 per year. The tax-
able year for this tax begins on July 1 of each year; the person in
whose name the vehicle is registered under State law is liable for
payment. : '

. Highway authorization' statutes include provisions to assist in
achieving compliance with this tax. Under those provisions, States
that do not verify tax payment when registering heavy vehicles
may lose a portion of Federal Highway Trust Fund monies other-
wise allocated to them. ‘ ‘

Heavy highway vehicles owned and operated by the Federal Gov-
ernment and State and local governments are exempt from the tax.
Private transit buses which satisfy a passenger fare revenue test
also are exempt as are otherwise taxable trucks which are reason-
ably expected to be used on the highways for fewer than 5,000
miles (7,500 miles for agricultural vehicles) during a year. A special
25-percent rate reduction is provided for vehicles exclusively used
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in logging operations and for vehicles whose base plate registration
is in Canada or Mexico.

History of tax

Prior to the 1982 highway legislation, the annual highway use
tax was $3 per 1,000 pounds of taxable gross weight in excess of
26,000 pounds. The 1982 legislation imposed a graduated use tax
on heavy vehicles that is higher than the present-law rates. The
use tax rates were changed to the current rate schedule in 1984
legislation which also increased the diesel fuel excise tax rate as
a revenue offset to the reduced use tax rate schedule.
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C. Water Transportation Excise Taxes

1. In general

Six excise taxes are imposed on four segments of the water trans-
portation sector: shipping on designated inland and intracoastal
waterways, domestic and international shipping through United
States ports, recreational motorboat transportation, and ecertain
commercial passenger water transportation. In the case of the first
three segments, at least a portion of the taxes imposed is dedicated
to financing Federal Trust Fund programs benefiting of the trans-
portation segments subject to tax. The tax on commercial pas-
senger water transportation is exclusively a General Fund tax.

The water transportation excise taxes, and the Trust Funds, if
any, to which the revenues are dedicated, consist of:

(1) a permanent 20-cents-per-gallon excise tax on fuels used
on commercial cargo vessels traveling on a designated system
of United States inland and intracoastal waterways, revenues
from which are dedicated to the Inland Waterways Trust Fund;

(2) a permanent harbor maintenance excise tax imposed on
the loading and unloading of commercial cargo and passengers
at all publicly navigable U.S. ports (other than ports that are
part of the inland or intracoastal waterway system, above),
revenues from which are dedicated to the Harbor Maintenance
Trust Fund; - :

(3) through September 30, 1999, a 14-cents-per-gallon excise
tax imposed on gasoline used in recreational motorboats, reve-
nues from 11.5 cents of which are dedicated to the Aquatic Re-
sources Trust Fund and the Land and Water Conservation
Fund ($1 million per year);

(4). after December 31, 1997 and through December 31, 1999,
a 24.3-cents-per-gallon General Fund excise tax on diesel fuel
used in recreational motorboats; and

(5) a permanent $3 General Fund excise tax imposed on pas-
sengers traveling on commercial vessel voyages extending for
one or more nights, or on voyages on which gambling occurs
beyond the territorial waters of the United States; and

(6) a permanent 4.3-cents-per-gallon General Fund transpor-
tation fuels excise tax imposed on inland and intracoastal wa-
terway and motorboat gasoline.

2. Inland and intracoastal waterways excise tax

~ Imposition of tax and exemptions

A permanent 20-cents-per-gallon excise tax is imposed on fuel
used in powering commercial cargo vessels on a designated system
of 27 inland and intracoastal waterways, including the Mississippi
River upstream from Baton Rouge, the Mississippi River’s tribu-
taries, the Gulf of Mexico and Atlantic Intracoastal Waterways,
and the Tennessee-Tombighee Waterway (sec. 4042). The inland
waterways excise tax is a use tax, imposed on the boat operator.

The excise tax does not apply to fuel for vessels primarily used
for passenger transportation nor does it apply to fuel used in deep-
draft ocean going vessels. Additional exemptions are provided for
fuels used by State and local governments in transporting property
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in_governmental business and for fuels used by LASH and SEA-
BEE oceangoing barges released by their ocean-going carriers sole-
ly to pick up or deliver international cargoes.

History of tax

The inland waterways excise tax was enacted in 1978 legislation;
the Inland Waterways Trust Fund was established in the same leg-
islation. The tax rate initially was 4 cents per gallon, effective Oc-
tober 1, 1980, with scheduled increases to 10 cents per gallon. In
1986, additional ghased increases to the current 20-cents-per-gallon
rate were enacted. o - : T e Lo

3. Harbor maintenance excise tax
Imposition of tax :

A sermanent 0.125-percent harbor maintenance excise tax is im-
osed with respect to cargo and/or ship passengers loaded or un-
oaded at United States ports;35 this tax is collected by the U.S.

Customs Service (sec. 4461). The harbor maintenance excise tax ap-
vglies' to ship passengers as well as to shipments of property. The
ase to which the tax rate is applied is the value of the cargo, or
in the case of passenger loading and unloading, the actual charge
- paid for transportation. The tax is imposed on all cargo or pas-
sengers loaded or unloaded at U.S. 1]':orts, defined as any channel
or harbor in the United States which is open to public navigation
and is not part of the system of waterways with respect to which
the inland waterways fuels excise tax is imposed. Shippers, import-
ers, and exporters are liable for the tax.36 . . o
Exemptions _ i CEIER T R e
Exemptions are provided for ferry transportation of passengers -
~(and their vehicles) within the United States and between _the
United States and Canada or Mexico. Several special rules apEly
to shipments between the continental United States and Alaska,
Hawali, and U.S. possessions if the ultimate use of the cargo will
occur in the location where landed. In general, caxfic;i shipments be-
~ tween these locations, and shipments within Alaska,
U.S. possession, are exempt from tax. The tax also does not apply
to certain passenger cruises within Alaska and Hawaii which also
include travel in international waters, if the cruises do not include
any stops at ports of call located outside the State from which the .
cruise began. TR ‘ TR S
The Treasury Department is authorized to waive the tax on ship-
ments to Canada or Mexico if Treasury determines that the rel-
evant country imposes a substantially equivalent tax and that fail-
ure to waive the tax would result in significant economic loss to the
affected United States port (but would not result in diversion of

shipments from other U.S. ‘ports). Finally, the tax does not apply “

35No tax is imposed on cargo movements within a United States port. o

360n October 26, 1995, the United States Court of International Trade in United States Shoe
Corp. v, United States granted a summary judgment motion finding the harbor- maintenance ex-
cise tax as apglied to exports unconstitutional under the Export Clause of the Constitution, and
enjoined the U.S. Customs Service from collecting the tax, . fowever, a motion to stay the deci-
sion pending appeal was granted. Until a decision is rendered in the appellate process, the har-
bor maintenance excise tax continues to be imposed. ) . o

Hawaii, ora = -
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to shipments by the United States Government and to cargo of
nonprofit organizations which are intended for humanitarian or de-
velopment assistance overseas (e.g., shipments of Project Hope).

History of tax

The harbor maintenance excise tax was imposed in 1986 legisla-
tion, effective on April 1, 1987. The tax rate originally was set at
0.04 percent of the value of the cargo or passenger transportation
charges; the rate subsequently was increased in 1990 to 0.125 per-
cent, effective January 1, 1991. '

4. Taxes on fuels used in recreational motorboats
Imposition of taxes

Three separate excise taxes are imposed on fuels used in rec-
reational motorboats. First, gasoline used in recreational motor-
boats is subject to an 11.5-cents-per-gallon excise tax rate, revenues
from which are dedicated to the Aquatic Resources Trust Fund and
the Land and Water Conservation Fund ($1 million per year) (sec.
4081). In addition to this dedicated excise tax, motorboat gasoline
is subject to a General Fund excise tax rate of 6.8 cents per gallon
(sec. 4081).37 Of the resulting total 18.3-cents-per-gallon tax im-
posed on motorboat gasoline, 14 cents per gallon is scheduled to ex-
pire after September 31, 1999; the remaining 4.3 cents per gallon
rate is permanent (like the General Fund transportation motor
fuels excise tax imposed on other transportation sectors).38 The tax
on motorboat gasoline is collected in the same manner as the high-
way transportation gasoline excise tax. The provisions dedicating
revenues to the Aquatic Resources Trust Fund and the Land and
Water Conservation Fund expire after September 31, 1997.3%

Beginning after December 31, 1997, diesel fuel used in rec-
reational motorboats is scheduled to be subject to a combined Gen-
eral Fund excise tax rate of 24.3 cents per gallon (sec. 4081).40
(This tax rate is inclusive of the 4.3-cents-per-gallon permanent
General Fund transportation motor fuels excise tax, described
below.) The entire 24.3-cents-per-gallon excise tax is retained in the
General Fund. The recreational motorboat diesel fuel excise tax is
imposed under the same administrative rules as the highway
transportation diesel fuel excise tax. This tax is scheduled to expire
after December 31, 1999.41

37The Aquatic Resources Trust Fund benefits from a permanent appropriation for certain of
its expenditure programs. The budget effect of this permanent appropriation provision led Con-
gress in 1993 to limit the portion of the aggregate excise tax imposed on motorboat gasoline
that is dedicated to the Aquatic Resources i‘rust Fund to 11.5 cents per gallon (in contrast to
%he };)1 cents per gallon of highway gasoline tax revenues that is dedicated to the Highway Trust

und).

38The motorboat gasoline excise tax rate is identical to that imposed on highway gasoline,
_ . 39The actual flow of funds for these taxes is as follows: revenues received in the General Fund
are transferred to the Highway Trust Fund (to the extent of 11.5 cents per gallon) along with
other gasoline excise tax revenues, and thereafter are retransferred to the two other Funds.
After the Se})tember 30, 1997 expiration of the retransfers from the Highway Trust Fund, 11.5
cents per gallon of the motorboat gasoline excise tax revenues will be retained in the Highway
Trust Fund (absent any further legislative extensions). i

401 the LUST excise tax rate were reimposed, this rate would increase automatically to 24.4
cents per gallon, with all revenues still being retained in the General Fund. .

41Statutorily, this tax is imposed by ially overriding an‘historical exen;i)ltion from tax pro-
vided for oﬁ'—hii};way uses of diesel fuel. Thus, no permanent 4.3-cents-per-gallon tax rate is im-
posed on motorboat diesel fuel. K
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History of taxes ,

Recreational motorboat diesel fuel was subject to tax from 1993
until enactment of the Small Business Job Protection Act of 1996.
The tax rates were enacted as part of 1993 budget reconciliation
legislation as a revenue offset for repeal of the excise tax on luxury
boats. The temporary suspension was enacted in response to re-
ports that marine fuels dealers were declining to stock undyed (tax-
able) diesel fuel in many instances because the predominate cus-
tomer demand was in commercial shipping. Diesel fuel used in
commercial shipping is not subject to tax; thus, most commercial
boats use dyed diesel fuel. That 1996 legislation requested the
Treasury Department to study alternative methods of imposing the -
recreational motorboat diesel fuel excise tax (while still achieving
substantial compliance) and to report to Congress April 1, 1997.42

5. Water transportation passenger excise tax

A $3 per passenger retail excise tax is imposed on “covered voy-
ages” of commercial vessels (sec. 4471). A covered voyage is defined
generally as any voyage during which passengers embark or dis-
embark the vessel in the United States and (1) which extends for
one or more nights on a passenger vessel having berth or stateroom
accommodations for more than 16 passengers, or (2) on which pas-
sengers may engage in gambling aboard the vessel while beyond
the territorial waters of the United States. Voyages between two
United States ports that last fewer than 12 hours are exempt from
the tax. The transportation provider is liable for payment of the
tax. o ' ’ ’

The water transportation passenger excise tax was enacted in
1989 and is permanent. Revenues from the tax are retained in the

y General_Fun_. o . : :
~ 8. General Fund water transportation motor fuels excise tax o

Like motor fuels used in highway, air, and rail transportation, »
fuels used in water transportation that is subject to another fuels
excise tax generally are subject to an “add-on” 4.3-cents-per-gallon
permanent General Fund transportation motor fuels excise tax
(secs. 4041, 4042, and 4081). The 4.3-cents-per-gallon excise tax is -
imposed and collected in the same manner as the underlying fuels

Table 2, below, summarizes the tax rates épplicable to water
transportation fuels. : : SR

42A complete discussion of the rules governing imposition énd'cb]le'ction of the gasoline and ="

diesel fuel excise taxes is contained in Part ILB. on the highway transportation excise taxes.
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Table 2.—Current Federal Water Transportation Fuels

Excise Tax Rates

{Rates shown in cents per gallon]

peraion RIS S, Ao
Inland/Intracoastal Water-
way Fuels .....cccceeeeerrennnnn. 20.0 4.3 24.3
Recreational Motorboat:
Gasoline ......ccoevveeeerrnnenn. 115 6.8 18.3
Diesel Motor Fuel .......... No tax No tax 1No tax

1Beginning after December 31, 1997, tax rate will be 24.3 cents per gallon, all

for the General Fund.
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D. Rail Transportation Excise Tax

There is no Federal rail transportation trust fund. Instead, rail-
roads generally construct and maintain railways using their own
capital. Thus, there are no Federal rail transportation trust fund
excise taxes. Diesel motor fuel used in trains is subject, however,
to a General Fund excise tax of 555 cents per gallon (sec. 4041).
After September 30, 1999, this rate is scheduled to decline to 4.3
cents per gallon. The 4.3-cents-per-gallon rate is permanent.

Rail diesel fuel first became subject to tax in 1990 budget rec-
onciliation legislation. The 1990 rail diesel fuel excise tax was im-

posed as part of a broader imposition of a 2.5-cents-per-gallon defi-
. cit reduction rate that also. applied to highway transportation

motor fuels. When enacted, the 1990 deficit reduction rate was
scheduled to expire after September 30, 1995. In 1993 budget rec-
onciliation legislation, the 1990 rate on rail diesel fuel was ex:
tended from 1995 through September 30, 1999, at a reduced rate
of 1.25 cents per gallon.43 ‘ T

The permanent 4.3-cents-per-gallon rate also was_imposed in
1993 as part of a broader General Fund transportation motor fuels
excise tax applicable on a permanent basis to all transportation
sectors: rail, highway, aviation, inland and intracoastal waterway,
and recreational motorboat. : :

43 This tax, as applied to highway transportation fuels, also was extended through September
30,1999, in the same legislation. In the case of highway transportation motor fuels, the full
2.5-cents-per-gallon rate continues to be imposed throughout the extension period, but revenues
from the tax are dedicated to the Highway Trust Fund.



III. FEDERAL TRANSPORTATION TRUST FUND AND
GENERAL FUND TRANSPORTATION EXPENDITURE
PROGRAMS

Five Federal transportation-related Trust Funds currently re-
ceive dedicated funding from excise taxes, imposed generally on the
beneficiaries of the Trust Fund programs. These are the Airport
Trust Fund, the Highway Trust Fund (Highway and Mass Transit
Accounts), the Inland Waterways Trust Fund, the Harbor Mainte-
nance Trust Fund, and the Aquatic Resources Trust Fund (Sport
Fish and Boating Safety Accounts).#¢ Expenditures from these
" Trust Funds and certain General Fund monies finance the Federal
Government’s role in transportation activities. In addition to the
specified, dedicated excise tax revenues transferred to these Trust
Funds, the Trust Funds earn interest on any unused balances,
whic{lb)s)are invested in Federal Government securities (Code sec.
9602(b)). ‘ '

A. Airport and Airway Trust Fund

1. Trust Fund expenditure purposes

The Airport Trust Fund was created in 1970 to finance a major
portion of the Federal expenditures on national aviation programs.
Prior to that time, these expenditures had been financed with Gen-
eral Fund monies. The 1996 expenditure authorization legislation,
enacted on October 9, 1996, generally extended expenditure author-
ity for these programs through September 30, 1998; conforming
amendments to the Code Airport Trust Fund expenditure provi-
sions were included in that legislation.45 The statutory provisions
relating to the Airport Trust Fund were placed in the Code in 1982
(Code sec. 9502).

General Trust Fund expenditure purposes

The current general expenditure purposes for the Airport Trust
Fund are:

44$] million per year of motorboat gasoline excise tax revenues is dedicated to the Land and
Water Conservation Fund, which provides grants for certain Federal-State conservation projects.
Unlike the Trust Funds cited above, the Land and Water Conservation Fund is not a formal
Trust Fund. Additionally, gasoline excise tax revenues from fuel used in off-highway rec-
reational trails vehicles is dedicated to the National Recreational Trails Trust Fund, subject to
funds for the programs of that Trust Fund being appropriated and obligated. No transfers have
occurred since enactment of that Trust Fund in 1991, as no appropriations have been made.
Both of these funds are beyond the scope of this document.

45Federal Aviation Reauthorization Act of 1996 (the “FAA Act of 1996”), enacted on October
9, 1996 (P.L. 104-264). See also conference report on H.R. 3539 (H. Rept. 104-848). Title X of
H.R. 3539 extended the authority to spend from the Airport Trust Fund through September 30,
1998. .

(32)
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(1) obligations incurred under provisions of aviation author-
izing Acts enacted since 1970, as those provisions were in ef-
fect on the date of enactment of the FAA Act of 1996;46

(2) obligations incurred under part A of subtitle VII of Title
49, United States Code (generally, FAA programmatic provi-
sions), which are attributable to planning, reseéarch and devel-
opment, construction, or operation and maintenance of—

(a) air traffic control, ’ '
(b) air navigation,
(c) communications, or
~ (d) supporting services for the airway system; and
~ (3) obligations incurred for administrative expenses of
the Department of Transportation which are attributable
to activities described in items (1) and (2).
Because the expenditure purposes are set in the law as of the

date of enactment of the FAA Act of 1996 (October 9, 1996), the

authorizing and appropriations committees of Congress cannot ac-
complish expenditure of Trust Fund monies for any new purposes
without an amendment (approved by the tax-writing committees) to
the Internal Revenue Code. No expenditures are permitted to be
made from the Airport Trust Fund after September 30, 1998.

Specific Airport Trust Fund expenditure pi‘ograms

Authorized expenditures for the following airport and airway pro-
grams are included under the general purposes, described above.
(1) Airport Improvement Program (“AIP”)— '

(a) Airport planning—Planning for airport systems; also,
airport noise compatibility planning for air carrier airports
eligible for terminal development costs. o

(b) Airport construction—Construction, improvement or
repair of public airports (includes removal of airport haz- -
ards and construction of physical barriers and landscaping
to diminish noise). o ,

(c) Airport terminal facilities— Non-revenue-producing
public-use areas which are directly related to movement of
passengers and baggage at certified air carrier airports

~ having required safety and security equipment (including
baggage facilities and passenger-moving equipment); also,
development of revenue-producing areas and construction
of non-revenue-producing parking lots for nonhub airports
(subject to certification that the grant will not defer need-
ed )development with respect to safety, security, or capac-
ity). '

(d) Land acquisition—Includes land or property interests
for airport noise control purposes; also includes acquisition

46The Acts (or provisions of Acts) pursuant to which Airport Trust Fund expenditures are al-
lowed are Title I of the Airport and Airway Development Act of 1970; the Airport and Airway
Development Act Amendments of 1976; the Aviation Safety and Noise Abatement Act of 1979;
the Fiscal Year 1981 Airport Development Authorization Act; the Airport and Airway Improve-
ment Act of 1982; the Airport and Airway Safety and Capacity Expansion Act of 1987; the Fed-
eral Aviation Administration Research, Engineering, and Development Authorization Act of
1990; the Aviation Safety and Cafacity Exggnsion Act of 1990; the Airport and Airway Safety,
Capacity, Noise Improvement, and Intermodal Transportation Act of 1992; the Airport Improve-
ment Program Temporary Extension Act of 1994; the Federal Aviation Administration Author-
ization Act of 1994; and, the Federal Aviation Reauthorization Act of 1996. .
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of land for, or work necessary to construct, pads suitable
for aircraft deicing (subject to certain limitations).

(e) Airport-related equipment—Airport security equip-
ment required by Department of Transportation regula-
tions, snow removal equipment, noise suppressing equip-
ment, navigation aids, and safety equipment required for
airport certification; also includes construction or purchase
of capital equipment necessary for compliance by an air-
port with the Americans with Disabilities Act, the Clean
Air Act, or the Federal Water Pollution Control Act, other
than capital equipment which would primarily benefit a
revenue-producing area of the airport used by a nonaero-
nautical business. ,

() Airport noise compatibility programs—Includes
sound-proofing of public buildings; local governmental
units are eligible for project grants as well as airports.

(2) Facilities and Equipment Program (“F&E”).—Costs of ac-
quiring, establishing, and improving air navigation facilities.

(3) Research, Engineering, Development, and Demonstration
Program (“R&D”).—Projects in connection with FAA research
and development activities.

(4) Operations and Maintenance Programs (“O&M”).—Ex-
penses of flight checks and operations and maintenance of air
navigation facilities, including air traffic control; services pro-
vided under international agreements relating to the U.S.
share of joint provision of air navigation services; weather re-
porting services provided to the FAA by the National Oceanic
and Atmospheric Administration.

(5) Small Community Air Service Program.—Contract au-
thority for payments to ensure that eligible localities receiving
airline service at the time of deregulation continue to have air-
line service. - B S

(6) Vocational Technical Institutions.—Grants to up to four
vocational technical institutions for the acquisition of facilities
for the advanced training of maintenance technicians for air
carrier aircraft.

(7) Airway Science Curriculum Grants.—Grants for higher
education airway science study programs, including equipment,
buildings, and associated facilities.

(8) Civil Aircraft Security Research and Development.—
Grants relating to technologies and procedures to counteract
terrorist activities against civil aviation.
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- expenses minus (b) expenses under

- 35
2. General Fund air transportation expenditures
Under the FAA Act of 1996, spending from the Airport Trust

"Fund for FAA operations and maintenance for fiscal years 1997

and 1998 may not exceed the lesser of (1) 50 percent of the
amounts appropriated for ailsort grants, airway facilities and
equipment, and research and development or (2) (a) 72.5 percent
(as compared to 70 percent for fiscal years 1994-1996) of total FAA

/ &).4;7 ‘The balance of those ex-
penses, principally a portion of FAA operations and maintenance

(e.g., air traffic control expenses), is financed from general reve-

nues.:
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. B. Highway Trust Fund
1. In general

The Highway Trust Fund was established in 1956 to coordinate
the Federal role in highway construction and maintenance activi-
ties, including the development of the then-new Interstate Highway
System. Prior to that time, General Fund excise taxes had been im-
posed on highway transportation, and Federal funding for these ac-
tivities came from general revenues. Since 1982, the operative
Highway Trust Fund provisions have been contained in the Inter-
nal Revenue Code and, the Highway Trust Fund has been divided
into two accounts, a Highway Account and a Mass Transit Account,
each of which is the funding source for specific programs.48
~ Highway and Mass Transit Account expenditure purposes have
been revised with passage of each authorization Act enacted since
establishment of the Highway Trust Fund in 1956. In general, ex-
penditures authorized under those Acts (as the Acts were in effect
on the date of enactment of the most recent such authorizing Act)
are approved Highway Trust Fund expenditure purposes.4® Author-
ity to make expenditures from the Highway Trust Fund is sched-
uled to expire after September 30, 1997. Thus, as with Airport
Trust Fund expenditures, no Highway Trust Fund monies may be
spent for a purpose not approved by the tax-writing committees of
Congress. Further, no Highway Trust Fund expenditures may
occur after September 30, 1997, without such approval.

Highway Trust Fund spending further is limited by two, internal
to the Trust Fund, anti-deficit provisions. The first of these provi-
sions limits Highway Account obligations in any year to amounts
not exceeding revenues projected to be raised for that Account by
the dedicated excise taxes during the two following years (the so-
called “Byrd Rule”). The second anti-deficit provision similarly lim-
its Mass Transit Account obligations to revenues projected to be
raised for that Account by the dedicated excise taxes during the
next year (the so-called “Rostenkowski Rule”). Because of these two
rules, the highway transportation excise taxes typically are sched-
uled to expire at least two years after current authorizing Acts.50
If either of these rules is violated, spending for specified programs
funded by the relevant Trust Fund Account is to be reduced propor-
tionately, in much the same manner as would occur under a gen-
eral Budget Act sequester.

2. Highway Account

The Highway Trust Fund’s Highway Account receives revenues
from all non-fuel highway transportation excise taxes and revenues
from all but 2 cents per gallon of the highway motor fuels excise

48The Highway Trust Fund statutory provisions were placed in the Internal Revenue Code
in 1982 (Code sec. 9503).

49The authorizing Acts which are currently referenced in the Highway Trust Fund are the
Highway Revenue Act of 1956, Titles I and II of the Surface Transportation Assistance Act of
1982, the Surface Transportation and Uniform Relocation Act of 1987, and the Intermodal Sur-
face Transportation Efficiency Act of 1991.

501993 projections of a revenue shortfall in the Highway Account during the later years of
the current authorizing Act led Congress in 1993 to extend the 1990 2.5-cents-per-gallon Gen-
eral Fund motor fuels excise taxes on highway transportation through 1999 and to dedicate
those revenues to the Highway Trust Fund beginning after September 30, 1995.
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taxes. Programs financed from this account include expenditures
for the following: : : o

(1) Federal-aid highways, including the interstate system, pri-
mary and secondary systems, urban systems, forest and public
lands highways, scenic highw?fys, and certain overseas highways;

(2) Interstate highway resurfacing and repair; S

(3) Bridge replacement; T

(4) Highway safety research and development, including a share
- of the cost of National Highway Traffic Safety Administration

(“NHTSA”) programs and university research centers; AT

. (5) Traffic control demonstration grants and traffic control signal
demonstration projects; R

(6) Intermodal urban demonstration projects and mass transit
(including carpool and vanpool) grants; o

(7) Certain administrative costs of the Federal Highway Adminis-
tration and NHTSA; and A . - ,
~ (8) Grants to the IRS for fuels and highway use tax enforcement
activities. ' ' o D
3. Mass Transit Account _ _
The Highway Trust Fund Mass Transit Account receives reve-

nues equivalent to 2 cents per gallon of the highway motor fuels
- excise taxes. Mass Transit Account monies are available through
September 30, 1997, for capital and capital-related expenditures
under sections 5338(a)(1) and (b)(1) of Title 49, United States Code, -
. or the Intermodal Surface Transportation Efficiency Act of 1991.

- The capital and capital-related mass transit programs include
“new rail or busway facilities, rail rolling stock, buses, improvement
and maintenance of existing rail and other fixed guideway systems,
. and upgrading of bus systems. e L
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C. Water Transportation Trust Funds

1. Inland Waterways Trust Fund

The Inland Waterways Trust Fund was established in 1978 to
provide a dedicated funding source for navigation construction and
rehabilitation expenditures on a designated system of inland and
intracoastal waterways, including the Mississippi River upstream
from Baton Rouge, the Mississippi River’s tributaries, the Gulf of
Mexico and Atlantic Intracoastal Waterways, and pursuant to later
legislation, the Tennessee-Tombighee Waterway.51

In specified cases, 50 percent of the costs of certain projects must
be paid from the General Fund. These are construction of locks and
dams listed in the Water Resources Development Act of 1986, in-
cluding the inland naviiation portion of the Mississippi River-Gulf
Outlet project (canal lock and connecting channels).

2. Harbor Maintenance Trust Fund

The Harbor Maintenance Trust Fund (the “Harbor Trust Fund”)
was established in the Water Resources Development Act of 1986,
effective on April 1, 1987 (Code sec. 9505). The most recent amend-
ments to the Harbor Trust Fund were enacted in the Water Re-
sources Development Act of 1996,52 which reauthorized, and slight-
ly expanded, the expenditure programs of the Trust Fund. In addi-
tion to revenues equivalent to the harbor maintenance excise tax,
the Harbor Trust Fund receives revenues from the United States
portion of any Saint Lawrence Seaway tolls that may be imposed.
. Authorized Harbor Trust Fund expenditure programs are:

(1) The commercial navigation share of operation and main-
tenance costs of all harbors and inland harbors within the
United States; 53

(2) Costs attributable to the portions of the Saint Lawrence
Seaway that are oiwerated and maintained by the Saint Law-
rence Seaway Development Corporation;

(3) Payments of rebates and tolls or charges of the United
Stz:tites portion of the Saint Lawrence Seaway to payors thereof;
an .

(4) Up to $5 million per fiscal year of Harbor Trust Fund tax
administrative costs incurred by the Department of the Treas-
ury, the Army Corps of Engineers, and the Department of
Commerce.

Examples of approved navigation operation and maintenance ex-
penses include harbor dredging, hazardous waste removal, con-
struction and operation and maintenance of storage facilities for
dredged materials, and restoration of adjacent land areas affected
by waterway operation and maintenance activities.

3. Aquatic Resources Trust Fund

- The Aquatic Resources Trust Fund (the “Aquatic Trust Fund”) is
a dedicated funding source for Federal-State boating safety, sport

51The Inland Waterways Trust Fund statute was placed in the Internal Revenue Code in
1986 legislation, effective on January 1, 1987 (Code sec. 9506).

52P.L. 104-303, signed on October 12, 1996.

53 As enacted in 1986, there was a limit of 40 percent of such costs allowed from the Harbor
'I‘rustg‘um}. I’I!;hgi(a)s) was changed to 100 percent in 1990 (sec. 316 of the Water Resources Develop-
ment Act o .
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fish, and wetlands restoration prograins., The Aquatic Trust Fund,
established in 1984 as the successor to two prior special funds with

- similar purposes, is divided into two accounts: a Boating Safety Ac-

count and a Sport Fish Account (Code sec. 9504). o
As described in Part II.C., motorboat gasoline taxes fund both
the Boat Safety Account and a portion of the Sport Fish Account.
The Sport Fish Account also receives substantial funding from an
excise tax on sport fishing equipment (including outboard motors
and certain electronic fish finding devices); the wetlands activities

-of the Sport Fish Account are funded entirely with revenues from

the tax on gasoline used in off-highway small engines.

Boating Safety Account

The Boating Safety Account is funded exclusively with motorboat
gasoline excise tax revenues. This Account receives up to $70 mil-

lion per fiscal year of these revenues, but no transfers occur if the

transfers would result in the balance in the Account exceeding $70
million. Two-thirds of the monies in the Boating Safety Account in
any fiscal year may be spent for State boating safety programs,
with the remaining one-third being available to offset operating ex-
penses of United States Coast Guard (including the Coast Guard
Auxiliary) recreational boating safety programs.’¢ The types of
State programs for which funding may be provided include:

(1) Providing facilities, equipment, training, supplies, and
personnel for boat safety education programs and boat safety
law enforcement activities;

(2) Acquiring, constructing, and repairing public access sites
used primarily by recreational boaters; .

(3) Conducting boat safety inspections and accident inves-
tigations; :

(4) Establishing and maintaining facilities for emergency or
search-and-rescue assistance; and

(5) Establishing and maintaining navigation aids.

Expenditures may be made from the Boating Safety Account
through March 31, 1998.55 Boating Safety Account appropriations
have historically fallen below the maximum $70 million per year;
as a result, a portion of monies that otherwise would be allocated
for this purpose have been transferred to the Sport Fish Account.

Sport Fish Account

The Sport Fish Account funds Federal-State grants programs ad-
ministered by the Department of the Interior for restoring and
managing all species of fish that have material value in connection
with sport or recreation in the marine and/or fresh waters of the
United States. A sub-account of the Sport Fish Account (which re-
ceives gasoline excise tax revenues attributable to off-highway
small-engine use) finances wetlands restoration activities.

The Sport Fish Account operates under a permanent appropria-
tion Act, enacted in 1951;56 therefore, substantially all of the mon-
ies received by the Account are spent on a current basis.

84 Most of the Coast Guard’s budget is from General Fund revenues.
55See also section 13106 of Title 46, United States Code.
56 See section 777 et seq., Title 16, United States Code.
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D. Rail Transportation Expenditures

There is no Federal rail transportation trust fund. The Federal
Government does provide funding, from the General Fund, for cer-
tain rail transportation activities. This includes operating assist-
ance for the Government National Railroad Passenger Corporation
(“AMTRAK?), funding for the Northeast Corridor Improvement Pro-
gram and certain high-speed rail projects, and certain safety-relat-
ed rail expenditures of the Federal Rail Administration.



IV. BUDGETARY TREATMENT OF TRANSPORTA [TON
EXCISE TAX REVENUES AND TRUST FUND
 EXPENDITURES |

A. Roles of leferent Congresslonal Comnuttees in
Transportatlon Excise Taxes and Trust Fund Programs '

Because most transportatlon excise taxes are dedlcated to Trust
Fund programs, extensions and modifications of the taxes fre-
quently have been considered in conjunction with extensions and
revisions of Trust Fund expenditure programs. Viewed in their to-
tality, the excise taxes and programmatic expenditures require ap-
proval of at least three legislative components, by at least three
committees in each House of Congress—the tax-writing committee,
one or more authonzmg committees, and the appropnatmns com-
mittee. The tax-writing committees ensure adequate revenues and
review Trust Fund expenditure purposes; the authorizing commit-
tees consider competing transportation needs on a detailed level;
and, the appropriations committees reconcile transportation spend-
ing needs with all other Federal spending needs. Historically, tax
provisions and expenditure authorizations generally have been en-
acted as separate titles of a single Act;57 appropriations generally
have been enacted separately as part of the annual Congressmnal
appropriations process. o :

Raising revenues

Imposition of excise taxes and other revenue measures “is with-
in the exclusive jurisdiction of the House Committee on Ways and
Means (and the Senate Committee on Finance). Extensmn or modi-
fication of existing taxes, reinstatement of expired excise taXes" and
imposition of fees and other measures which constitute revenue
measures are included within this jurisdiction. (See, Rule 1(s)3) of
the rules of the House of Representatives.)

Authonzmg commlttees may impose, or may authorize executlve
agencies to impose, non-tax, or true, user fees that agencies may
charge for specific services they provide. There are often dlsagree-’
ments as to whether certain charges constitute “fees” or “taxes.”
These disagreements generally arise in one of three contexts: (1)
determmmg whether there has been an unconstitutional delegation
of the taxing power;58 (2) determining whether legislation con-
stitutes a revenue measure that must ongmate in the House of .

57The 1995 extension of the Airport Trust Fund excise taxes as part of the Balanced Budget
Act of 1995 (vetoed by President Clinton) and the temporary’ reimposition of those taxes as part
of the Small Business Job Protection Act of 1996 were contained in separate legislation, in part
because of the budget scorekee {)ng ‘rules, described in Part 1V.B. .

58 Artxcle 1, Section 8 of the U.S, Constitution includes among the enumerated powers of Con-
gress the “. . . Power To lay and collect Taxes, Duties, Imposts, and Excises. . . Congress i
is hmmed in its ability to delegate legislative authonty to the Executwe Branch )

(41)
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Representatives;5° or (3). determining the committee assignment
(including sequential committee referral) for a particular bill.60

In general, a true fee is a charge levied on a class that directly
avails itself of a governmental program, and is used solely to fi-
nance that program rather than to finance the costs of Government
generally. The amount of the fee charged to any payor generally
may not exceed the costs of providing the services with respect to
which the fee is charged. Fees are not imposed on the general pub-
lic; there must be a reasonable connection between the payors of
the fee and the agency or function receiving the fee.61 Those paying
a fee have the choice of not utilizing the governmental service or
avoiding the regulated activity and thereby avoiding the charge. In
other words, the fee can be viewed as a payment for a special privi-
lege, as O{)posed to a mandatory charge (or tax) imposed on the
public at large for general or specified (e.g., Trust Fund) govern-
mental purposes.

Establishment of trust funds; dedication of excise tax reve-
nues and authorization of expenditures

Transportation Trust Funds are governed by parallel provisions
of the United States Code. First, the Internal Revenue Code (Title
26, sec. 9501 et. seq.) contains the operative provisions for all Fed-
eral Trust Funds to which specific excise tax revenues are dedi-
cated. These Code provisions provide for the transfer of specified
revenues to the Trust Fund, include administrative provisions for
management of Trust Fund monies, and provide general or specific
purposes for which Trust Fund expenditures may be made. These
Trust Fund provisions are within the jurisdiction of the Committee
on Ways and Means and the Committee on Finance. Amendments
to these provisions generally are contained in revenue titles of com-
bined authorization and revenue legislation.

Generally, the Trust Fund expenditure purposes included in the
Code approve general expenditure purposes and cross-reference au- .
thorizing Acts which contain specific program expenditure details.
On occasion, however, the tax-writing committees have addressed
(either with approval or disapproval) specific expenditure purposes
contemplated by authorizing legislation. Trust Fund monies may
not be spent for a purpose that is not approved in the relevant
Code Trust Fund provisions.

The Code transfers amounts equivalent to “gross receipts” raised
by the transportation excise taxes, rather than the “net revenues”

59 Article I, Section 7 of the U.S. Constitution (commonly referred to as the “Origination
Clause™) provides that “[a]ll Bills for raisil}g Revenue [must] originate in the House of Re
resentatives. . . .” This prerogative of the House is enforced by a privileged motion available
to any Member, commonly referred to as a “blue slip” motion.

60 See, e.g., 137 Cong. . H501 (Jan 15, 1991) (statement of the Speaker of the House
pfx"(l);{}iiing guidance for the application of House Rule XXI, Clause 5(b), regarding the referral
of bills.

61See, e.ti., the Statement of Managers on the Federal Aviation Reauthorization Act of 1996,
clarifying that certain fees which the FAA is authorized to charge for overflight services pro-
vided to aircraft that neither take-off nor land within the United States may “not exceed the
aggregate annual direct costs incurred Ig the FAA in providing air traffic services to such
flights.” (H. Rept. 104-848, p. 110) Also, the report of the House Committee on Transportation
and Infrastructure on that same legislation, to the effect that these user fees may not be based
on “any non-cost based determination of the value’ of the service %rovided. For example, assum-
ing similar cost of serving different carrier and aircraft types, the FAA user fees should not vary
based on factors such as aircraft seating capacity or revenues derived from passenger fares.”
(H. Rept. 104-714, Part 1, p. 50).
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produced by those taxes, to the transportation Trust Funds. Net
revenues equal approximately 75 percent of gross receipts. The con-
cept of net revenues reflects budget scorekeeping conventions that
discount excise tax revenues by the amount that income tax re-
ceipts are expected to decrease as a result of monies being removed
from the private economy for payment of excise taxes.62

Trust Fund expenditure (but not revenue dedication) provisions
also are contained in transportation titles of the United States
Code. These provisions generally authorize specifically identified
expenditure purposes, with accompanying dollar amounts that are
authorized to be spent therefor. These provisions are within the ju-
risdiction of the authorizing committees: in the House, generally,
the Committees on Transportation and Infrastructure, Commerce,
and Science and Technology; and in the Senate, ienerally, the
Committee on Environment and Public Works and the Committee
on Commerce, Science, and Technology.

Unused cash balances in the transportation Trust Funds earn in-
terest on investments in Government securities (Code sec. 9602).
These earnings are available, as are the dedicated excise tax reve-
nues, for expenditure from the respective Trust Funds.

Expenditure appropriations

The transportation Trust Funds provide that monies in the Trust
Funds may be spent only when they are appropriated. The opera-
tive Trust Fund provisions may provide for expenditures pursuant
to advance appropriations, or pursuant to authority granted to the
Executive Branch to enter into contracts obligating the United
States to spend amounts not exceeding legislatively prescribed
maximums with actual appropriations following. Monies generally
are appropriated and levels of annual permitted contract authority
are established as part of the Congressional appropriations process.

62 See, Joint Committee on Taxation, Discussion of Revenue Estimation Methodology and Proc-
ess (JCS-14-92), August 13, 1992.
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B. Budget Act Scorekeeping Rules for Transportation Excise
Taxes and Trust Fund Expenditures

. The Budget Enforcement Act of 1990 and related legislation (col-
lectively the “1990 Budget Act”) include two provisions that are
central to the operation of the Federal transportation Trust Fund
programs: an assumption that dedicated excise taxes are imposed
permanently (even if statutorily they are scheduled to expire) and
.classification of Trust Fund spending as discretionary spending
subject to aggregate annual caps that apply to all discretionary
" spending (both for transportation and other programs).

The effect of these rules is that under the 1990 Budget Act, there
is no budget scorekeeping link between the revenues raised by the
transportation excise taxes and the spending from the tramspor-
tation Trust Funds. The Trust Fund balances similarly have no ef-
fect in a broader budgetary sense on the amount that can be obli-
gated for transportation program expenditures.53 If Trust Fund ex-
cise taxes and programs are extended and reauthorized before expi-
ration of the taxes, generally there is neither a revenue nor a
spending budget score from the legislation. Further, because trans-
portation Trust Fund spending is classified as discretionary spend-
ing, if a dedicated excise tax is reimposed after the tax has expired
(and has been removed from the CBO revenue baseline), the resuli-
ing revenue increases may be scored under the Budget Act to offset
the révenue loss from enactment of other tax or direct spending
provisions without affecting the Trust Fund to which the revenues
are dedicated.

Trec;{ment of dedicated excise taxes under CBC revenue base-
ine
The 1990 Budget Act provides that excise taxes that are dedi-
cated to Trust Funds are assumed permanent for budget
scorekeeping purposes. This means that revenues from the excise
taxes are automatically included each year in the Congressional
Budget Office (“CBO”) and Office of Management and Budget fore-
cast of Government receipts (the “revenue baseline”), even though
the taxes may be scheduled to expire before the end of the baseline
period. The CBO issues this annual baseline as part of its overall
economic forecast each February; the forecast is used in developing
- the Congressional budget resolution. Both revenue and spending
- estimates are determined relative to that forecast (and the budget
resolution) throughout the year.64 As a result of their inclusion in
the revenue baseline, extensions of Trust Fund excise taxes gen-
erally are not scored as raising revenues when the extensions are
enacted. On the other hand, reductions in those excise taxes (even
as part of an extension of the taxes), are scored as losing revenue.
The following examples illustrate the operation of these budget
scorekeeping rules.

63 Unrelated to this general budgetary result, some transportation Trust Funds have internal
%ti-d?icit provisions that limit amounts that can be authorized and appropriated from the

ust Funds.

64The CBO typically issues an update of its February forecast in August; however, because
the budget resolution is based on the February baseline, revenue estimates continue {o be deter-
mined by reference to the February baseline throughout the year.
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Example (1).—In 1995, the Airport Trust Fund excise taxes were
scheduled to expire after December 31, 1995. The taxes had been
imposed since before January 1, 1995. In November 1995, when
Congress passed the Balanced Budget Act of 1995 extending these
excise taxes, no revenue increase was scored from the extension.
This occurred because the February 1995 CBO revenue baseline,
against which legislation was scored, assumed permanent imposi-
tion of these dedicated excise taxes (i.e., the scheduled expiration
date was disregarded in forecasting future Government receipts).

Example (2).—The Airport Trust Fund excise taxes expired after
December 31, 1995. When the CBO issued its 1996 revenue base-
line, projected future receipts from the Airport Trust Fund excise
taxes were deleted, and deficit forecasts were adjusted accordingly.
The excise taxes were reimposed by the Small Business Job Protec-
tion Act of 1996 (the “Small Business Act”) for the period August
27, 1996, through December 31, 1996. Because the Airport Trust
Fund excise taxes had expired when the 1996 CBO revenue base-
line was issued, no revenue from these excise taxes was included
in the baseline, and thus, revenue increases were scored from their
reinstatement in the Small Business Act, for the approximate}fr
four-month period during which the taxes actually were reimposed.

Example (3).—Assume the Airport Trust Fund excise taxes ex-
pire as scheduled after December 31, 1996. When the February
1997 CBO revenue baseline is issued, the Airport Trust Fund ex-
cise taxes will have expired and the baseline will not include any
projected receipts from them. If Congress acts to reimpose the
taxes in 1997 after the CBO baseline is issued, revenue increases
will be scored for the period during which the taxes are reimposed.

Example (4)—Assume, on the other hand, that the Small Busi-
ness Act had extended the Airport Trust Fund taxes through April
15, 1997. In that Act, revenue increases would have been scored for
the feriod during which the taxes were reimposed (i.e., through
April 15, 1997). In the February 1997 CBO revenue baseline, the
taxes would be assumed to be in effect for the entire budget period
because the taxzes would have been in effect at the time the CBO
baseline was issued, and as dedicated excise taxes, would be as-
sumed permanent under the budget scorekeeping rules. If Congress
before April 16, 1997, approved a further extension, or reimposed
the taxes after the assumed April 15 expiration and before a new
revenue baseline was issued in 1998, no revenue increases would
be scored because the February 1997 CBO revenue baseline would
assume permanent imposition of the taxes. e ‘ L

Example (5)—The Highway Trust Fund excise taxes are sched-
uled to expire after September 30, 1999. Assume that as part of
Highway Trust Fund expenditure reauthorization legislation in
1997, Congress extends these taxes for three additional years. No
additional Federal revenues would be scored from this extension
because the 1997 CBO revenue baseline will reflect permanent im-
position of the excise taxes under the Budget Act rule that current
dedicated excise taxes are assumed permanent.

Example (6).—Assume that as part of the highway legislation de-
scribed in Example (5), the Highway Trust Fund special motor

fuels tax on alternative fuels is extended at a lower rate than is

imposed under present law. This provision would be scored as hav-
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ing a revenue loss because the CBO. revenue baseline assumes the
present-law taxes to be permanent. (Note that as shown by Exam-
ple (4), extension of the underlying excise taxes prov1des no reve-
nue increase to offset this loss.)

Trust Fund expenditures as discretionary spending

The 1990 Act divides non-defense Federal Government spending
into two major categories: direct spending and discretionary spend-
- ing. Direct spending is spending for which no appropriation is re-

quired (e.g., entitlements such as social security old age benefits). .
Dlscretlonary spending may occur only when- funds are appro-
priated. All discretionary spending programs- ‘must compete for a
fixed pool of dollars under aggregate annual caps imposed on Fed-
eral discretionary spending. As described above, spending for the
Federal transportation Trust Fund programs is classﬁ'ied as discre-
tionary spending. When authorizing leglslatlon is enacted, gen-
erally, it is not considered to be an increase in Federal spendmg

Rather, that spending is scored when the funds are appropriated,

which oceurs after competing demands of transportation and other
discretionary spending programs have been reconciled within the
annual caps. This spending reconciliation is independent of issues
related to imposition or revenue scoring of dedicated Trust Fund
excise taxes.

As described above, amounts equlvalent to gross recelpts from
the transportation excise taxes generally are dedicated to the
transportation Trust Funds under present law. Amounts in excess
of net revenues produced by the transportation excise taxes may be
dedicated to these Trust Funds without a budgetary effect because,
as described above, there is no budget scorekeeping link between
revenues raised and Trust Fund expenditures: the Trust Funds are
included within the unified Federal budget, and expenditures from
the Trust funds are classified by the Budget Act as discretionary

- spending, subject to aggregate annual caps on all such spending. If,
however, expenditures from the Trust Funds were reclassified as
direct spendmg which occurs automatically without appropriation,
a budgetary shortfall could result if the amount of direct spending
exceeded net revenues raised by the transportation excise taxes
(e.g., was based on gross receipts from the taxes).65 Similarly, if the
transportation Trust Funds were removed from the unified budget,
an increase in stated deficits could occur because actual outlay pat-
terns from those Trust Funds typlcally lag behind excise tax collec-
tions. Under present law, amounts in excess of those to be spent
during the current budget period (even though the amounts may be
obhgafi:ed for future transportation expenditures) act to reduce stat-
ed deficits.

65 Under the budget rules, new direct spending may be offset by new revenues or reductions
in existing direct spending programs. If the transportation Trust Funds were reclassified as di-
rect spending, and received amounts equal to gross receipts from the excise taxes, a direct
spending budgetary shortfall could occur if Trust Fund spending exceeded those net revenues,
in which case an entitlement sequester would occur.
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V. DATA ON FEDERAL TRANSPORTATION TRUST FUND
AND GENERAL FUND EXPENDITURES AND
‘ SPORTATION EXCISE TAX RE S

A. Revenue from Transportation Excise Taxes
As discussed in Part II, some of the revenues from transportation
excise taxes go the General Fund of the Treasury, while most of the
revenues from these taxes go to specified Trust Funds. In the case
of motor fuels taxes, the same fuel generally is subject to tax both
for purposes of funding a Trust Fund and for General Fund pur-
poses. Figure 1 shows which receipts derived from the taxation of

motor fuels flow to the General Fund and which receipts derived
from the taxation of those fuels flow to specified Trust Funds.

47



Fig. 1. Flow of Funds from Transportation Fuels Taxes

Treasury Account Taxed Fuel - Treasury Account

Highway Gasoline and
Highway Special Motor Fuels,
except Compressed Natural Gas

Highway Diesel

Compressed Natural Gas

‘%Trall Vehicle Gasoline.

Motorboat, Gasoline
($1 mil/year to Land and Water
\ Conservation fund)

\Oﬁ-Highway Small Engine;

Gasoline

Motorboat, Diesel
(after 12/31/97)

Inland Waterway Fuels

Railroad Diese!

Non-Commercial Aviation,
Gas and Jet Fue

Commercial Aviation, Gas and Jet Fuel
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Table 3 presents data on actual and projected revenues for Fiscal
Years 1993-2002, for each of the Federal transportation excise
taxes described in Part II. The revenues reported in this, and sub-
sequent tables, in a budgetary sense reflect, gross receipts rather
than net revenues. (See discussion in Part IV.)



Table 3.—Federal Transportatlon Trust Fund and. General Fund Excise Tax Revenues, Fiscal Years

1993-2002
[Millions of dollars]
Tax 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
A. Airport and Airway Taxes
- 1. Airport Trust Fund Taxes: o : : v .
Air passenger ticket tax ....... 4,316 4,748 4,928 1,189 (@) ® @) ® @) ()
International departure tax 224 225 256 64 ® ® ® ® ® @
Domestic air cargo tax ......... ' 238 330 335 87 O] (O] (O] (@) @ (@)
Noncommercial aviation, ' "
gasoline ........ccecvueeererirenens 21 27 30 3 ® ® (@) @ @ @
Noncommercial = aviation, . }
other fuel ..........coeverrrevrrrnee 145 159 177 40 ® (@ @ @ @ @)
Total Airport Trust : i
Fund taxes .............. " 4944 5489 5,726 1,383 O] @ ® @) ® ®
2. General Fund Aviation Taxes: : ‘
Noncommercial aviation gas- ) 0
oline 4 15 16 ) o ® —(®) ® (®) ()
Commercial - aviation gaso- o : ‘ N . ) _ o .
llne and Jet L1112 S — o 0 0 ) ®) ®. e ® (®) ®)
'Total General . Fund: . o . ) L
16 595 617 644 - 665 700

Aviation ... Lo

SO

708 .

729

0¢



B. Highway and Rail Taxes
1. Highway Trust Fund taxes:
Fuels taxes

Gasoline ........cccoceeereververenns
Diesel
Other
Diesel fuel, bus use- .......
Gasohol ............ esarsisansanse

Special motor fuels ........

Misc. floor stock taxes ...
Compressed natural gas
(“CNG”) coorvvereraerisasnens

Subtotal, fuels taxes
Non-fuels taxes
Trucks and trailers ...........
Tires
Highway use tax ......c.coee.

Subtotal, non-fuels
tAXES ..cveerecrrnnrerennes

Net Highway Trust

Fund Taxes .......... .

2. National Recreational Trails
Trust Fund Taxes:

Nonhighway recreational

fuels tax® ..c..ccccecirencernnnns

)

11,799 12,050 12,114 ®) (U] ©®) ® ®) ®) ®)
3,833 4,587 4,829 ® ® ®) (®) ®) ©®) ®
592 622 765 ® ®) ®) ®) ®) ® ®

3 1 -1 ®) ®) ®) ®) ®) ® )

526 562 744 ® ®) ® ®) ®) ®) ®)

33 28 21 ® ® ® ®) ®) ®) ®)

30 31 1 ® ® ®) ®) ®) ® ®

0 0 0 ®) ®) ®) ®) ®) ®) ®)
16,224 17,259 17,708 21,879 22,155 22,693 23,229 23,766 24,291 24,856
1,313 1,636 2,040 1,596 1,670 1,751 1,837 1,926 2,020 2,119
319 358 390 363 365 372 381 389 397 406
617 647 695 677 683 698 712 727 743 758
2,249 = 2,641 3,125 2,636 2,718 2,821 2,930 3,042 3,160 3,283
(525) (711) (1,019) (852) (866) (886) (906) 927) (946) (968)
17,948 19,189 19,814 23,663 24,007 24,628 25253 25881 26,505 27,171
0 0 0 0 0 0 0 0 0 0
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Table 3.—Federal Transportatlon Trust Fund and General Fund Excise Tax Revenues, Fiscal Years

®) .

1993-2002-—Continued
[Millions of dollars]
Tax 1993 1994 - 1995 1996 1997 1998 1999 2000 2001 2002
3. Highway and Rail Taxes for
the General Fund: .

Gasoline ......cococovevrereverereninenens 2,630 7,301 7,345 () () ® ®) () ® )

Highway diesel fuel 548 1,782 1,876 ) ®) ® ®) (*) (O] )

Rail diesel fuel ..........cccvvuneeee. 91 193 209 ) (®) ® Q) Q] ®)

Other v . 319 725 870 ) () ®) ®) ® (%) (%)
Diesel fuel, bus use ........... 0 1 -1 () ® ® ®) ®) () )
Gasohol ........ccevrennn 282 682 854 (®) O] Q] () (®) (®) (v)
Special motor fuels 7 16 13 ® ® ® (v) (®) () (*)
Misec. floor stock taxes ...... 30 25 3 () (®) ® ® (*) (®) (v)
Compressed natural gas ... 0 1 1 ) ®) ® ) () Q)] (%)

Total Highway Taxes
to. the General )
Fund ..., 3,588 10,001 10,300 6,153 6,292 6,440 6,588 6,740 6,890 7,051
C. Inland Waterways Fuels Taxes )
1. Trust Fund Tax ........cccveemnenn. 79 113 129 116 117 119 1120 123 125 127
2. General Fund Tax ................... (O] (9) (9 27 27 27 28 28 29 29
D. Harbor Maintenance Trust o
Fund Tax ...... 588 621 697 746 784 826 873 922 1,025

972
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E. Aquatic Resources Taxes
1. Aquatic Resources Trust Fund
Tax:
Motorboats and small-engine . '
gasoline .........coccveiereirerenne 194 196 200 213 220 225 232 238 244 250
Fishing rods, reels, etc ......... 84 86 920 101 104 107 110 113 116 120

Total Aquatic Re-
sources Trust Fund

TAXES ....coovereeromrreraneres 278 282 290 314 324 332 342 351 360 370
2. General Fund Aquatic Taxes: '
Motorboat gasoline ............... ®) ©) (¢) (c) (¢) ) ) © (O] ©

F. Other General Fund Transpor-
tation Taxes

Water transportation tax on ship
PASSENEETS ...covrvrrrreessresssvnosarcssas 17 17 17 29 31 34 38 41 46 50

Motorboat diesel ......ccceeerevreerecnens ) 9 O] 41 42 43 44 17 8 8

aNo revenues are projected currently for the Airport Trust Fund taxes, since these taxes are scheduled to expire after December 31, 1996.
These taxes were expired for the period January 1, 1996-August 26, 1996. ]

bDetailed breakdown of forecast unavailable for CBO March 1996 baseline. :

<No revenues have been transferred from the Highway Trust Fund to the National Recreational Trails Trust Fund because no appropriations
have yet been made for the recreational trails program. Revenues related to nonhighway recreational vehicle fuels are included in tﬁe glighway
Trust Fund revenues reported above.

dInformation unavailable.

¢ Exact liability information is not available to the IRS. Historical and forecast amounts are included in Highway and Rail taxes for the Gen-
eral Fund (B.3., above).

Source: Congressional Budget Office, using IRS data and CBO March 1996 baseline projections.
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- B. Airport and Airway Trust Fund

Table 4 presents data on Trust Fund revenues and expenditures
for the Airport Trust Fund. The table réports actual revenues and
expenditures for Fiscal Years 1993-1995 and projected revenues
and expenditures for Fiscal Years 1996-2002. The table -also re-
ports actual and projected end-of-year cash balances for the Trust
Fund. Because of long construction periods involved with the cap-
ital expenditures financed from the Airport Trust Fund, end-of-year
balances do not measure unobligated funds available for future
spending. The CBO estimates that the Airport Trust Fund closed
the 1996 Fiscal Year with nearly $6 billion in unpaid commit-
ments. Table 4 reflects the scheduled December 31, 1996 expiration
of the aviation excise taxes. As a consequence, assuming continued
authorizations and outlays, the CBO projects that the Airport
Trust Fund balance will reach zero early in the 1998 Fiscal Year.

Table 4 reports past and projected “budget authority.” Budget
‘authority is authority provided by Federal law to incur financial
obligations that will result in outlays. Specific forms of budget au-
thority include appropriations, borrowing authority, contract au-
thority, and spending authority from offsetting collections. Contract
authority is important in transportation spending as contract au-
thority permits obligations to be incurred in advance of appropria-
tions or receipts. Contract authority, therefore, may be unfunded.
In recent years, the appropriations committees have imposed obli-
gation limitations that limit the amount of contract authority that
agencies would otherwise be able to initiate.



Table 4.—-Revenues§ and Outlays for the Airport and Airway Trust Fund, Fiscal Year 1993-2002

[Millions of dollars]
Year 19932 1994: 19952 1996° 1997° 1998° 19990 2000° 20010 2002
Tax Revenue , 4944 5489 5,726 1,383 0 0 0 0 0 0
Interest Revenue 1,040 837 757 622 267 -120 ~534 -978 —-1,439 -1,961
Total Revenue <4302 6,082 6,291 2,000 267 -120 ~-534 ~-978 -1,439 ~1,961
New Budget Authority ...........ccoerreerseene 6980 7,574 6,175 5897 6,792 7,004 7,220 7,443 7,672 7,907
Outlays g 6,655 6,547 7,384 6,165 6,193 6,244 6,227 6,363 6,609 6,815
End of Year Fund Balance ...................... 12,850 12,386 11,365 7,199 1,274 -5,090 -11,8561 -—19,192 -27,240 -36,015

aData for 1993-1995 report actual tax revenues transferred. to the Trust Fund as tabulated by the IRS. The data for 1993-1995 also report
actual New Budget Authority and Outlays. However, the 1993-1995 figures reported for interest revenue, total revenue, budget authority, out-
lays, and End of Year Fund Balance are from the Office of Management and Budget as reported in past budget documents. As a result, for
1993-1995, the entry for Total Revenue is not the sum of Tax Revenue and Interest Revenue, nor is the End of Year Fund Balance equal to the
sum of the prior ﬁyear’ﬁ fund balance plus tax revenue and interest revenue less outlays. Because the IRS must tabulate actual receipts after
the close of the fiscal year, actual year end Fund balances are never reported, rather adjustments are made to future year’s projected trust
Fund balances and interest income. R

®CBO projections based on March 1996 CBO baseline including projected inflation. However, there will be some additional Trust Fund reve-
nues for 1996 and 1997 due to the temporary extension of the Trust Fund taxes (August 27, 1996-December 31, 1996) in the Small Business
Job Protection Act of 1996. «

¢P.L. 102-581 transferred $1,795 million from the Airport and Airway Trust Fund to the General Fund. Hence, reported revenue for 1993 is
less than the sum of tax revenue and interest. See also note (a) above.

Source: Congressional Budget Office.
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C. Highway Trust Fund

Tables 5 and 6 present data on Trust Fund revenues and expend-
itures for the Highway Account and the Mass Transit Account of
the Highway Trust Fund. The tables report actual revenues and
expenditures for Fiscal Years 1993-1995 and projected revenues
and expenditures for Fiscal Years 1996-2002. The tables also re-
port actual and projected end-of-year cash balances for the two Ac-
counts.
~ Tables 5 and 6 report past and projected “budget authority.”
Budget authority is authority provided by Federal law to incur fi-
nancial obligations that will result in outlays. Specific forms of
budget authority include appropriations, borrowing authority, con-
tract authority, and spending authority from offsetting collections.
Contract authority is important in transportation spending as con-
tract authority permits obligations to be incurred in advance of ap-
propriations or receipts. Contract authority, therefore, may be un-
funded. In recent years, the appropriations committees have im-
posed obligation limitations that limit the amount of contract au-
thority that agencies would otherwisé be able to initiate. ’

As is the case for the Airport Trust Fund, it is important to rec-
ognize that because of long construction periods involved with the
capital expenditures financed from these. accounts that the unex-
pended end-of-year cash balances do not measure the amount of
unobligated funds available for future spending on highway and
transit projects. On the contrary, existing obligations far exceed the
amounts currently in the Trust Funds. For example, CBO esti-
mates that at the end of Fiscal Year 1996, outstanding obligations
of the Highway Trust Fund totaled $36 billion, roughly twice the
size of the estimated Fiscal Year 1996 end-of-year cash balance of
$19 billion.66 , . ' f

The level of future obligations compared to future cash balances
will depend on actions taken by authorizing and appropriations
committees. Limits on . spending may continue to cause certain
highway authorizations to go unobligated. The CBO projection of
unfunded budget authority is the sum of unpaid balances on con-
tracts outstanding and other budget authority that has gone unob-
ligated due to annual obligation limitations. Unfunded budget au-
thority represents future claims against the Trust Fund. The CBO
projects that the difference between unfunded budget authority and
cash balances will narrow over the next six years. Nevertheless,
the CBO projects that unfunded budget authority will continue to
outstrip cash balances by several billion dollars in Fiscal Year

2002. (See Figure 2.) o . S

L

.66 United States Congress, Congressional Budget Office, “Statement of Robert A. Sunshine,
Deputy Assistant Director for B::lfget Analysis, Congressional Budget Office on The Highway
Trust Fund,” Subcommittee on Surface Transportation, Committee on Transportation and Infra-
structure, U.S. House of Representatives, May 16, 1996. ' B



Table 5.—Revenues and Outlays for the Highway Account of the Highway Trust Fund, Fiscal Year

1993-2002
[Millions of dollars]
Year _ 19932 19942 19952 1996°> 1997> 1998= 1999°> 2000> 2001° 2002°
Tax Revenue 15,991 17,171 17,774 20,821 21,096 21,665 22,200 22,757 23,308 23,899
Interest Revenue 817 754 547 677 723 826 968 1,148 1,330 1,549
Total Revenue 16,864 15,414 20,967 21,498 21,819 22,491 23,168 23,905 24,638 25,448
New Budget Authority . 21477 22,499 21,429 18,362 22,610 23,364 23,695 24,1565 24,632 25,112
Outlays Coue 16,641 19,011 19472 20,123 20,448 20,599 20,646 20,832 21,248 21,753
End of Year Fund Balance s 11,523 7,927 9,421 10,796 12,167 14,059 16,682 19,754 23,144 26,839

aTax revenue is net of refunds.

Data for 1993-1995 report actual tax revenues transferred to the Trust Fund as tabulated by the CBO using IRS data. The data for 1993
1995 also religrt actual New Budget Authority and Outlays. However, the 1993-1995 figures reported for interest revenue, total revenue, and

End of Year

'und Balance correspond to CBO projections. As a result, for 1993-1995, the entry for Total Revenue is not the sum of Tax Reve-

nue and Interest Revenue, nor is the End of Year Fund Balance equal to the sum of the of the prior year’s fund balance plus tax revenue and
interest revenue less outlays. Because the IRS must tabulate actual receipts after the close of the fiscal year, actual year end Trust Fund bal-
ances are never reported, rather adjustments are made to future years’ projected Trust Fund balances and interest income.

®CBO projections based on March 1996 CBO baseline including projected inflation. Tax revenue is net of refunds.

Source: Congressional Budget Office.
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Table 6.—Revenue and Outlays for the Mass Transit Account of the Highway Trust Fund, Fiscal Years

1993-2002
[Millions of dollars]
Year 19932 1994 1995: 1996° 1997° 1998° 1999b 20005 2001t 2002°
Tax Revenue - 1,956 2,016 2,029 2,842 - 2911 2963 3,062 3,124 3,198 3,273
Interest Revenue ... 743 684 621 657 647 685 736 793 839 901
Total Revenue ; . 2,785 2691 2813 3499 3558 3,648 3,788 3,917 4,037 4,174
New Budget Authority ; ; ' 2,875 - 2,9_75 2875 2,775 4,800 4,940 5,077 5220 5365 5,516
Outlays RN : 1916 3,364 3,179 3,053 03,069 2920 2909 2993 3,068 3,143
End of Year Fund Balance ......... o , 10,617 9,945 9,579 10,024 10,514 11,242 12,121 13,044 14,014 ‘ 15,044

aTax revenue is net of refunds.

Data for 1993-1995 report actual tax revenues transferred to the Trust Fund as tabulated by the CBO using IRS data. The data for 1993~
1995 also report actual New Budget Authority and Outlays. However, the 1993-1995 figures reported for interest revenue, total revenue, and
End of Year Fund Balance correspond to CBO projections. As a result, for 19931995, the entry for Total Revenue is not the sum of Tax Reve-
nue and Interest Revenue, nor is the End of Year Fund Balance equal to the sum of.the prior year’s fund balance plus tax revenue and interest
revenue less outlays. Because the IRS must tabulate actual receipts after the close of the fiscal year, actual year end Trust Fund balances are
never reported, rather adjustments are made to future years’ &)rojected Trust Fund balances and interest income. . !

>CBO projections based on March 1996 CBO baseline included projected inflation. Tax revenue is net of refunds.

Source: Congressional Budget Office.
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Figure 2.-- Comparison of Projected Unfunded Budget Authorityiand Cash
Balances of the Highway Account, Selected Years (in billions)
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D. Inland Waterways Trust Fund, Harbor Maintenance
Trust Fund, and Aquatic Resources Trust Fund

The Inland Waterways Trust Fund, the Harbor Maintenance
Trust Fund, and the Aquatic Resources Trust Fund are substan-
tially smaller in scale than either the Highway Trust Fund or the
Airport Trust Fund. Tables 7 and 8 present data on revenues and
expenditures for the Inland Waterways and Harbor Maintenance
Trust Funds, respectively. Table 7 (Inland Waterways Trust Fund)
reports actual revenues and expenditures for Fiscal Years 1993—
1996 and projected revenues and expenditures for Fiscal Years
1997-2002. Table 8 (Harbor Maintenance Trust Fund) reports ac-
tual revenues and expenditures for Fiscal Years 1993-1995 and
projected revenues and expenditures for Fiscal Years 1996-2002.
Table 9 reports comparable data for the Aquatic Resources Trust
Fund. Historic data were unavailable and only projected revenues
gnd expenditures for Fiscal Years 1996-2002 are reported in Table

Tables 7, 8, and 9 report “budget authority.” Budget authority is
authority provided by Federal law to incur financial obligations
that will result in outlays. Specific forms of budget authority in-
clude appropriations, borrowing authority, contract authority, and
spending authority from offsetting collections. Contract authority is
important in transportation spending as contract authority permits
obligations to be incurred in advance of appropriations or receipts.
Contract authority, therefore, may be unfunded. In recent years,
the appropriations committees have imposed obligation limitations
that limit the amount of contract authority that agencies would
otherwise be able to initiate.



Table 7.—Revenue and Outlays for the Inland Waterways Trust Fund, Fiscal Years 1993-2002

[Millions of dollars]
Year 19932  1994° 19952 1996@= 1997° 1998> 1999> 2000°> 2001 2002°
Tax Revenue 79 113 129 116 117 119 120 123 125 127
Budget Authority . 88 76 55 53 55 56 58 59 61 .63
Outlays From Prior Years’ Budget Authority ........ 11 51 83 28 21 0 0 0 0 0
Total Outlays 75 76 93 87 68 56 57 59 61 63
aThe Inland Waterways Trust Fund revenue projections are net of refunds.

Data for 1993-1996 report actual tax revenues transferred to the Trust Fund as tabulated by the CBO using IRS data. The data for 1993—
1996 also report actual New Budget Authority and Qutlays.

5CBO projections based on CBO March 1996 baseline including projected inflation.

Source: Congressional Budget Office.
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Table 8.—Revenue and Outlays for the Harbor Maintenance Trust Fund, Fiscal Years 1993-2002

[Millions of dollars]
Year 19932 19942 19952 1996t 1997t 1998° - 1999t 2000° 2001t 20020
Tax Revenue . rererrenenarenees 588 621 697 746 784 826 873 922 972 1,025
Budget Authority

....................................................... 466 447 521 500 517 534 552 570 588 608
Outlays From Prior Years’ Budget Authority ......... 0 -0 0 0 0 0 0 0. 0 0

Total Outlays ...t 446 447 521 500 517 534 552 570 588 608

aData for 1993-1995 report actual tax revenues transferred to the Trust Fund as tabulated by the CBO using IRS data. The data for 1993—
1995 also report actual New Budget Authority and Outlays.

b(%)BO pro{g(g;éons based on March 1996 CBO baseline including projected inflation. Actual revenue for fiscal year 1996 is to be reported No-
vember 15, X

Source: Congressional Budget Office.
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Table 9.—Revenue and Outlays for the Aquatic Resources Trust Fund, Fiscal Years 1996-2002

[Millions of dollars]2
Year 1996 1997 1998 1999 2000 2001 2002

Tax Revenue:
Motor fuels ......cocvvrevererrivereerernnnen 214 220 226 232 238 244 251
Sport fishing equipment ... 101 104 107 110 113 116 120
IMPOrt AULIES .eoveerirrverenienrinrerrirnnrisneieisessessessereessessssasssssnsens 27 28 30 31 33 35 36
Total Tax Revenue ...... 342 352 363 373 384 395 407
Budget AUthOrity ........ccoveevevvererverrenreerinennenenns 344 383 390 408 418 432 447
Outlays From Prior Years’ Budget Authority ....cccecvevvcieneesnennaes 176 187 218 259 271 277 288
Total Outlays .......cccceeeeuenee. 281 312 339 383 398 418 427

2CBO projections based on March 1996 CBO baseline including projected inflation. Actual revenue for fiscal year 1996 is to be reported No-

vember 15, 1996.
Source: Congressional Budget Office.
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E. National Railroad Passenger Corporation (AMTRAK)

Table 10 presents data on budget authority and outlays related
to the National Railroad Passenger Corporation (“AMTRAK”),
which is financed with General Fund appropriations.



Table 10.—Budget Authorlty and Outlays Related to the National Railroad Passenger Corporatlon
(AMTRAK), Fiscal Years 1996-2002

[Millions of dollars]
Year 19962 1997a 19982 19992 20002 20012 20022

Grants for Operations: .

Budget Authority ' 305 314 323 332 342 351 361

Total Outlays 305 314 323 332 342 351 361
Appropriations for Capital Expenditures:

Budget Authority 215 221 228 234 241 247 255

Total Qutlays 220 251 224 230 238 . 243 251
Other Appropriations:® :

Budget Authority ............ 115 " 118 122 - 125 129 132 136

Total Outlays 83 106 121 124 127 132 135
Totals:

Budget Authority .... 635 653 673 691 712 730 752

Total Outlays : 608 671 668 686 - 707 726 747

aCBO projections based on March 1996 CBO baseline including projected inflation.
bIncludes transfers to AMTRAK from other accounts and special transition assistance.

Source: Congressional Budget Office.
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F. Total Federal Tran;spbrtatidn;Related Outlays Compared
to Trust Fund Outlays

In fiscal year 1995, Federal outlays for transportatlon both out-
lays charged to a Trust Fund and those outlays charged to the
General Fund, totaled $39.4 billion.67 Figure 3 shows the distribu-
tion of those outlays by type of transportation.6® Figure 3 shows
that approximately 50 percent of Federal transportation outlays go
to highway transportation, 25 percent to air transportation, 11 per-
cent to mass transit, 10 percent to water transportation, and three
percent to rail transportation. Figure 3 may understate Federal
outlays related to water transportation. Figure 3 is based on the
outlays reported by the Office of Management and Budget (“OMB”)
by function.®® The OMB reports under a different function certain
expenditures of the Army Corps of Engineers. Some of these ex-
penditures may serve multiple purposes. For example, improve-
ments to locks and dams may improve both flood control and in-
land waterway shipping.7®

As reported in Tables 4-8, in Fiscal Year 1995, Federal outlays
for transportation from Trust Funds totaled $30. 6 billion. Figure 4
shows the distribution of those outlays by type of transportation.
Figure 4 shows that approximately 64 percent of Trust Fund out-
lays go to highway transportation, 24 percent to air transportation,
10 percent to mass transit, and two percent to water transpor-

. tation. Approximately 78 percent of total Federal transportation
outlays in Fiscal Year 1995 were Trust Fund related. However, the
distribution of Trust Fund based outlays as a percentage of total
outlays differs by transportation sector. Figure 5 compares total
outlays to Trust Fund outlays for each mode of transportation. Fig-
ure 5 shows that for Fiscal Year 1995, 98 percent of highway out-
lays were outlays from the Highway Trust Fund; 74 percent of air
transportation outlays were from the Airport and Airways Trust
Fund; 71 pereent of mass transit outlays were from the Highway
Trust Fund; and 16 percent of water transportation outlays were
from the Harbor Maintenance and Inland Waterways Trust Funds.

67 Qffice of Management and Budget, Executive Office of the President, Budget of the United
States Government, Fiscal Year 1997, Analytical Perspectives, p. 246.

681bid., pp. 245-246. In constructing Figure 3, certain outlays and offsetting receipts are not
reported. In pamcular the Figure does not allocate either the $37 million in outlays charged
to regulation of ground transportation” or the $36 million in offsetting receipts collected from
“ground transportation” against any of the highway, mass transit, or railroad categories. Nor
does the Figure include the $47 million in receipts net of outlays of the Panama Canal Commis-
sion, the $64 million in water transportation offsetting receipts, or the $42 million in miscellane-
ous offsettlng recelpts .

69 Transportation is Function Code 400.

70The U.S. Army Corps of Engineers (“USACE”) estimates that in_ fiscal 1995, the USACE
spent $87 million on inland waterways construction projects out of the USACE Constructxon
General Account; $277 million on navigation construction projects out the USACE Constructxon,
General Account; and $490 million on operating and maintaining inland waterways out of the
USACE Operations and Maintenance Account.



Figure 3.-- Federal Government Outlays for Transportation, Fiscal 1995
(millions of dollars)
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Source: Office of Management and Budget, Budget of the United States Government, Fiscal Year 1997, Analytical Perspectives.
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Flgure 4. Federal Transportation Trust Fund Outlays, Fiscal 1995
(millions of dollars)
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Source: See Tables 4 - 8.



